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that may arise in inter-American relations. The editors 
do undertake to provide a hearing before a critical read- 
ing audience for writers who have something significant 
to say in this field. Responsibility for views expressed 
and for the accuracy of the material in the article rests 
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British Bondholders in 
Nineteenth Century Latin 
America— Injury and Remedy 


By D.C M. Platt* 


While the work of Mr. Rippy has given some conception of the 
scope of British investment in nineteenth century Latin America, 
there appears, as yet, to be some need for an explanation of the 
motives for investment, the means by which investment was in- 
duced, and the methods employed to seek: redress once disaster 
was apparent. It is with a view to fulfilling this need that the 
present paper has been written; for the intention is not to re- 
inforce already established figures, but to emphasize the facts 
and events behind the figures, and the motives which created 
those figures. The Spanish Republics provided an obvious outlet 
for Victorian England’s surplus capital, and the figure of £23 
million worth of the produce and manufactures of Great Britain 
exported to Latin America in 1900'—£3 million more than the 
total British exports to the United States—provides an indica- 
tion of the manufacturing interests at stake. Latin America, 
throughout the nineteenth century, supplied an invaluable mar- 
ket for British goods, which at first commanded a virtual mon- 
opoly. The confidence inspired by the size of the market, and 
by the promising natural resources of the Continent, stimulated 
investment in Government loans. It was this investment which 
constituted the major item on the debit side of Britain’s balance 
sheet for Latin America, for though commerce and industry 





* St. Antony’s College, Oxford. 
1118 PARL. DEBS. 4s, 119 (17 Feb., 1903). 
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4 INTER-AMERICAN ECONOMIC AFFAIRS 


had their failures, there was probably nowhere the same uni- 
versal degree of disaster as that experienced by the British holder 
of Latin American government bonds. Of the four Loans in- 
vestigated by the Select Committee on Loans to Foreign States 
(appointed by the House of Commons in 1875), those of Hon- 
duras, having reached their highest point in November, 1868, 
of 93.5, fell by December, 1874, to 6.5; the San Domingo loans 
reached their lowest point at 6, the Costa Rican at 19, and the 
Paraguayan, having risen to 97, fell in just over two years to 11.5.’ 
Moreover, even by 1900, Argentina, Colombia, Guatemala, Hon- 
duras, and the Dominican Republic were still in default, with a 
total principal outstanding of over £31 million, and arrears of 
interest of £1414 million.’ Depreciation and default on such a 
scale brought hardship to a number of innocent bondholders, 
but it is important to see the situation in the correct context. 
It was not solely the fault of the “rascally republics’, nor that 
of their sinister diplomats; the fault lay as much with the Lon- 
don agents and with their dupes, the original investors. The 
Select Committee on Loans, in fact, reached this conclusion 
when they reported that, though they did not feel it their duty to 
apportion blame in the transactions they had investigated—“‘to 
a great extent they agree in the opinion of the Secretary to the 
Honduras Legation, that ‘the fault of the failure falls with 
equal force upon all who have interests, rights, claims, complaints, 
or any participation whatever in these matters. It is a kind of 
original sin, which reaches even the most innocent who have had 
anything to do with this undertaking’ ’’.* 


* * *£ *£ K 


Despite the findings of the Select Committee, the accusation 
of rascality is even now largely confined to the Latin Americans— 
the English bondholders being described as the innocent vic- 
tims of a monstrous fraud. And the accusation is not entirely 


2Mr. Cracroft’s chart, Appendix No. 33 to Report from Select Com- 
mittee on Loans to Foreign States, Parliamentary Papers, 1875, XI, 621. 

’ Appendix to the 28th Avnual Report of the Council of Foreign Bond- 
holders, 460. 

* Report from Select Committee on Loans to Foreign States, P.P., 1875, 
XI, 45. 
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unfounded; for there was considerable justice in the English 
complaints. In the first place, Latin American Governments 
tended to give preferential treatment to national interests over 
international obligations. The British Chargé d’ Affaires at Lima, 
in a Note to Sefior Castilla, July 1, 1839, complained charac- 
teristically that very many millions of the home debt had been 
redeemed, whilst the dividends on the Anglo-Peruvian Loan had 
been in arrears since the 15th of October, 1825, urging the 
Peruvian Government to put “‘an end to so odious a distinction 
between the home and foreign debts, the continuance of which is 
manifestly incompatible with good faith and national honour’. 
Moreover, it was not uncommon for a Latin American Govern- 
ment to claim, as did Sefior Mosquera for New Granada in 1840, 
that the foreign debt, though sacred, was subordinate to a na- 
tional duty of higher category—that of a State's self preserva- 
tion and existence.° Or, alternatively, a new Constitution might 
be accepted after a revolution, which would omit the customary 
article guaranteeing the foreign debt.’ And there was always 
the excuse of the physical impossibility of meeting international 
obligations. Sefior D. Portales wrote to Vice Consul White, 
July 12, 1830, that only an absolute impossibility could justify 
the delay of the Chilean Government in the discharge of its 
obligations to the creditors of the State, but that it was evident 
that that situation now existed; and he asked, somewhat plain- 
tively, whether it was in the Government’s power “‘to avoid 
imperious circumstances’. 

Deceit and corruption were far from unusual at the issue of 
loans, and Latin American governments had the uncomfortable 
habit of disowning the actions of their predecessors. Sir Henry 
James, moving the appointment of the Select Committee on For- 
eign Loans, noted “‘a system that has sprung up comparatively 
of late years, of bankrupt States, knowing themselves to be in a 


® No. 277, Correspondence relating to loans made by British subjects, 
P.P., 1847, LXIX, 682. 

® No. 189, Correspondence relating to loans made by British subjects, 
P.P., 1847, LXIX, 609. 

7 No. 278, Correspondence relating to loans made by British subjects, 
P.P., 1847, LXIX, 685. 

8 No. 316, ibid., 713. 
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state of complete bankruptcy, recklessly coming into this English 
market, and endeavouring to obtain from English creditors money 
which it is clear that those States can never repay”.® And in 
raising this money, later to be disowned scornfully as being obvi- 
ously beyond the capacity of the State to repay, false information 
might be given by Latin American diplomats. It is clear from the 
evidence given before the Select Committee by Mr. R. Foster 
(of Messrs. Knowles and Foster, contractors for the Costa Rican 
7% Loan of 1872) that the exaggerated statements of the pros- 
pectus were based largely on the information supplied by Sefior 
Alvarado.” The Select Committee, commenting on this habit, 
remarked that: 


“By means of exaggerated statements in the prospectus the 
public have been induced to believe that the material wealth of 
the contracting State formed a sufficient security for the repay- 


ment of the money borrowed . . . Much evil has been caused by 
the misstatements and suppressions to be found in the pros- 
pectus.*# 


Latin American diplomats themselves were not above personal 
corruption. Captain Bedford Pim, R.N., M.P., accused M. Her- 
ran, the Minister Plenipotentiary of Honduras in Paris, and M. 
Pelletier, his son-in-law (and Honduras Consul-General), of re- 
fusing to agree to the loan which he, as special commissioner for 
Honduras, was attempting to launch, unless he took care that 
they had £40,000 and £16,000 respectively.** Yet, once the 
loan had been issued and the Government overthrown, it was 
quite conceivable that the next Government might disown it. 
Wheaton (International Law, ed. 1863, p. 41) gave the opinion 
that—‘‘As to public debts—whether due to or from the revolu- 
tionized State—a mere change in the form of government, or in 
the person of the ruler, does not affect their obligation.” Vattel, 
dealing with the subject of dishonest agents (V. 2, C. XIV, 
p. 216), remarked: 


® CCXXII PARL. DEBS. 3s. 773. [Feb. 23, 1875}. 

10 Minutes of Evidence taken before the Select Committee on Loans 
to Foreign States, P.P., 1875, XI, 266. 

11 Report from the Select Committee on Loans to Foreign States, P.P., 
1875, XI, 45-6. 

12 Minutes of Evidence taken before Select Committee on Loans to 
Foreign States, P.P., 1875, XI, 356-7. 
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‘Que l’argent emprunté ait tourné au profit de |’Etat, ou qu’il 
ait été dissipé en folles depenses, ce n’est pas l’affaire de celui 
qui l’a prété. Il a confié son bien a Ja nation; elle doit le lui 
rendre. Tant pis pour elle, si elle a remis le soin de ses affaires 
en mauvaises mains.” 

But this did not stop Ecuador claiming (1869) that, since the 
Convention with the foreign bondholders was “the fruit of the 
most frightful corruption”, and had been entered into without 
considering the Government’s manifest inability to pay in face 
of other obligations, she was entitled to suspend payment on her 
External Debt.** 


The practices of Latin American Governments after the loans 
had been raised, however, gave rise to the most acid comment. 
Certain funds or resources were invariably hypothecated as the 
security for loans raised on the London market. Not only were 
these often worthless in themselves—the “valuable refuse metals 
of the mines of Tarapaca” allocated by the Peruvian Govern- 
ment for the redemption of the home and foreign debt, were de- 
scribed by the British Chargé d’Affaires, Feb. 18, 1840 as “utterly 
valueless rubbish (basura), not worth the conveyance to Eng- 
land, and . . . not the property of the State to dispose of’ *— 
but they were diverted to different interests, whilst still legally 
the property of the bondholders. The Honduras Government in 
1897 transferred the fifty six existing miles of railway—‘the 
only available security possessed by the External Bondholders’ — 
to the Honduras Syndicate as part of a contract for the completion 
of the railway.’® Likewise the T7mes, May 22, 1903, published 
some correspondence between the Rio Janeiro Harbour and Dock 
Company (Ltd.) and Messrs. N. M. Rothschild and Sons, in 
which the Company protested vigorously against the issuing of 
a Brazilian Government loan secured upon an import tax already 
diverted to the Company for harbour works. A further develop- 
ment of this was the arbitrary reduction of customs duties or 


18 Inclosure 1 in No. 7, Correspondence respecting the Non-Payment 
of Dividends on the External Debt of Ecuador, P.P., 1872, LXX, 227. 

14.No. 282, Correspondence relating toloans made by British subjects, 
P.P., 1847, LXIX, 691. 

15 Appendix to the 25th Annual Report of the Council of Foreign 
Bondholders, p. 268. 
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tariffs specifically hypothecated to the bondholders. Under the 
Arrangement of 1895 the Guatemalan Bondholders were given 
the special and “irrevocable” security of a fixed duty of six 
shillings per quintal on the export of coffee. Yet in 1898, in 
direct violation of its contract with the Bondholders, the Govern- 
ment arbitrarily reduced the tax to one-third of the above 
amount.”® 

Still more provoking was the practice of scaling down External 
Debts by a succession of unfavorable Settlements forced on the 
bondholders faute de mieux. Ecuador (1855-6) reduced the 
principal and accrued interest on her Debt by 40 per cent, and 
in 1892 she again scaled it down by nearly 80 per cent. In 1898 
she set about diminishing the remainder by a further 70 per cent. 
The Ecuador Committee of the Corporation of Foreign Bond- 
holders pointed out that: ‘This means that £100 originally bor- 
rowed, with interest due and not paid to date, would at present 
be represented by about £3. 12s. or, leaving out the question of 
interest, by about £11 of Bonds, valued on the market at less than 
25 percent. of their normal value”.** Lord Avebury noted a 
similar case in Venezuela, where the External Debt had been 
in default for nearly forty years out of the sixty-nine years of 
independence, during which time the Republic had compelled the 
bondholders to accept five separate arrangements, under each of 
which they had had to submit to large sacrifices of their rights.”* 


An ironical twist was given to this arbitrary reduction in valuc 
of Latin American bonds by the arguments advanced by the Hon- 
duras Government Commission (appointed to consider a pro- 
posed agreement between the Government and the bondholders’ 
representatives, Messrs. Bain and Turner). The Commission 
seriously proposed that since the old Bondholders, who had paid 
high prices for the loans, had already disappeared and the present 
holders had purchased them at the price of 2 per cent, then the 
Honduras Government was only obliged to consider £107,971 


16 Appendix to the 26thAnnual Report of the Council of Foreign 
Bondholders, pp. 196-197. 

17 Appendix to the 26th Annual Report of the Council of Foreign 
Bondholders, pp. 138-39. 

18118 PARL. DEBS. 4s. 1957. [March 2, 1903}. 


BRITISH BONDHOLDERS 9 


(i.e. 2%) as its External Debt, out of the original £5,398,570!” 
Working on this principle, Ecuador issued a Decree of the Na- 
tional Convention, due at Quito, August 17, 1869, by Article II 
of which the executive power was authorized to invest to the 
extent of £10,000 sterling in the purchase of the bonds of the 
old Colombian debt, at a price not exceeding 10 per cent.” 
As Palmerston wrote of Portugal, April 10, 1841, the Govern- 
ment “‘has been profiting by its own wrong, and has been can- 
celling part of its debt at a low rate of value artificially created 
by its own want of good faith.” * 

Settlements were sometimes offered on positively insulting 
terms, and could only have been intended further to delay genuine 
negotiations. Dr. Angel Ugarte, the Agent of the Honduras 
Government at the negotiations of 1903, proposed a settlement 
which meant, the Council of Foreign Bondholders told him (in 
a letter dated 5 January, 1904), that “‘a holder of £100 of Hon- 
duras Bonds, with arrears of interest of £300, should accept in 
exchange therefor £6 of New Four per Cent. Bonds, worth 


29 


at 40 the insignificant sum of £2. 8s” ** 


The final resort of the more dishonest of the Latin American 
Governments was either to call despairingly for more immigration, 
or to apply to London for a new loan to pay off the interest 
on the old. Sefior Malo of Ecuador urged Consul Cope, January 
24, 1850 to inform the English creditors that the only means of 
obtaining the repayment of their loan was to encourage European 
immigration, thus leading to an appreciation in value of the in- 
exhaustible Ecuadorian waste lands.** For he appreciated the 
truth of Alberdi’s dictum that—'En America, gobernar es poblar.” 
As for the practice of applying for new loans, Palmerston warned 


19 Appendix to the 30th Annual Report of the Council of Foreign 
Bondholders, p. 200. 

20 Inclosure in No. 5, Correspondence respecting the Non-Payment of 
Dividends on the External Debt of Ecuador, P.P., 1872, LXX, 226. 

21 Inclosure in No. 43, Correspondence relating to loans made by 
British subjects, P.P., 1847, LXIX, 483. 

22 Appendix to 31st Annual Report of the Council of Foreign Bond- 
holders, p. 227. 

3 No. 124, Correspondence relating to loans made by British subjects, 
P.P.. 1854, LXIX, 156. 
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Venezuela, July 25, 1848, that “the plan of paying the interest 
of one loan raised in England, by applying to that purpose the 
principal of a new loan, also to be raised in England, is one 
which cannot give satisfaction in that country; nor is it calculated 
to inspire confidence in the pecuniary resources or in the good 
faith of Venezuela.” ** His admonition, unfortunately, had little 
effect, and the Republics continued, with varying degrees of 
success, to call good money after bad. 


* * * # + 


Clearly the behaviour of the Latin American States was repre- 
hensible, but there was another aspect which emerged more re- 
luctantly in contemporary British journalism. There was, after 
all, some justice in the complaint of the Costa Rican Minister 
of Finance (1895) that, since the Republic only received about 
a third of the money for which it had made itself liable, she felt 
that “she should not in justice be called upon to assume the whole 
responsibility for a matter in which she has been notoriously 
defrauded”.*® And the defrauders were not exclusively Latin 
American politicians and diplomats; indeed, the most successful 
were the London financiers. The eminence and apparent respec- 
tability of some of the names associated with these outrageous 
enterprises might justifiably cause some surprise. Latin Amer- 
ican Governments and British bondholders presented irresistible 
opportunities for successful exploitation, and financiers of every 
degree surrendered to the temptation. 

The most immediately noticeable features of these Latin Amer- 
ican Loan negotiations were the harsh terms of the contracts, the 
huge profits of the loan contractors and the minimal financial 
results secured by the Republics. English contractors were not 
above taking advantage of a dangerous revolutionary situation to 
impose particularly harsh terms on a failing regime. Government 
bonds, given in place of wages to army officers, could be bought 
on the open market at a fraction of their face value, whereupon 
the purchaser would lay claim to the total face value, threaten- 


24.No. 114, Correspondence relating to loans made by British subjects, 
P.P., 1854, LXIX, 145. 

25 Appendix to the 23rd Annual Report of the Council of Foreign 
Bondholders, p. 96. 
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ing diplomatic intervention if the claim were denied. The Mont- 
gomery, Nicod and Co. incident is a case in point. The Com- 
pany had entered into a contract with the Mexican Government 
in 1840, at a time of serious internal difficulties, by which they 
were to appear as creditors of the Republic to the amount of $2 
million at 12% interest, while 17% of the receipts of the maritime 
customs were to be pledged exclusively for repayment, so soon 
as certain remaining obligations were paid off The Mexican 
Government later contested the contract, and Montgomery, Nicod 
and Co., true to form, obtained the assistance of H. M. Govern- 
ment. But, as M. Murphy, the Mexican Minister in London, ex- 
plained to Aberdeen (14 October, 1843): 
“Sur les deux millions de piastres qu’ils réclament 4 l’intérét 

de 12 pour cent par an, 45 pour cent on été livrés en espéces, 

partie en monnaie de cuivre et partie en argent, et 55 pour 

cent en crédits achetés 4 vil prix sur la place a la veuve néces- 

sitéuse et a l’invalide affamé.'’*° 
In other words, Montgomery, Nicod and Co. were claiming $2 
million at 12% for a loan which had probably cost them not more 
than $1 million. 

Similarly, harsh bargains were concluded by loan contractors 
in cases of particular need. The Honduras Government had set 
its heart on an Inter-Oceanic railway, linking the Atlantic and 
the Pacific, which was to bring vast wealth, so it hoped, to a 
chronically impoverished State. With this in mind it had issued 
the Loans of 1867, 1869 and 1870, had become indebted in re- 
spect of principal in a sum of approximately six million pounds, 
and, in return, was pledged to pay £695,700 annually, in periods 
varying from 15 to 17 years. Yet all it ever received was an 
abandoned section of line 53 miles long.*” The remainder of 
the six million had vanished along the way, and the Report of the 
Select Committee indicated the direction when analysing the dis- 
posal of a £2 million section of the total Loan. After computing 
Mr. Lefevre’s receipts by various sharp practices in the course 
of issuing the Loans, the Committee concludes: 


26 No. 123, Correspondence relative to loans made by British subjects, 
P.P., 1847, LXIX, 558. 

27 Report from the Select Committee on Loans to Foreign States, P.P., 
1875, XI, 24. 
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. Out of this portion of the loan of 1869, and the loan of 
1870, Mr. Lefevre has received in cash, or by the remission of 
his contracts £955,398.’’28 


“Of the remainder of the proceeds of these loans, the Hon- 
duras Government received £58,930; the trustees were paid £16,- 
374; the engineer, £6,675, and the expenses of the loan amounted 
to £30,112. Messrs Bischoffsheim and Goldschmidt received 
£47,000 for what purpose is not shown, out of which they re- 
turned £23,701, and a sum of £10,000 for commission; £6,000 
was expended in the purchase of federal stock . . . only £217,- 
232 was paid to the railway contractors.” °° 


Risks were high in Latin American finance, but were they 
high enough to justify such returns? It is arguable that the 
result of such extortion was the very collapse against which such 
high returns were demanded. 


The character of the loan contractors is indicated not only by 
the extortion which they practised against the Republics, but also 
by the infamous methods by which they deceived the British in- 
vestor. A Latin American Republic, attempting to float a loan 
on the London market, usually met with some difficulty in finding 
either a respectable contractor or a guaranteed result. This diff- 
culty was solved by the practice of giving a loan to a contractor 
or to a syndicate at, say, 64 which was then brought out with 
a flourish at 80 on the open market. The contractor would either 
take the loan “firm” (i.e. undertake to provide the 64% come 
what may, no matter what response the loan had achieved), or, 
in even more dubious cases, obtain an undertaking that the Gov- 
ernment would buy the stock unsold at 80 or above. In any case 
vital information was withheld from the public, for a loan issued 
at 64 obviously promised less than one issued at 80. Moreover, 
the contractors, normally organised as a syndicate for the sake 
of spreading the risk, were able to make very substantial sums 
of money if they could raise the issue price to 80 or above. Ad- 
mittedly they normally ran the risk of having to take up a certain 


28 Charles Lefevre already possessed a criminal record. He was sen- 
tenced to two years’ imprisonment after conviction in Paris on a breach 
of trust (abus de confiance), 22 May, 1856—See Report from the Select 
Committee on Loans to Foreign States, P.P., 1875, XI, 15. 

29 Report from the Select Committee on Loans to Foreign States, P.P., 
1875, XI, 19-20. 
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proportion of the loan which they had guaranteed if it should 
fail to find a market—The Erlanger syndicate on the Costa Rican 
7 per cent loan of 1872 undertook, in return for a commission 
of 5 per cent, to take up £800,000, however the market re- 
sponded.*® But the risk was well rewarded, and in the case of 
the Paraguayan 8% Public Works Loan of 1871 for a nominal 
amount of £1,000,000, the contractors, Waring Bros., having 
taken the loan at 64, appear from Mr. Grant’s evidence to have 
received a total profit, after paying all expenses, commissions, etc., 
of rather over £100,000.** 

The profit, however, depended on the contractor’s ability to 
raise the price of the loan above his own taking price. Several 
rather neat, if ethically unacceptable, devices were employed to 
ensure this satisfactory result—a process which went under the 
name of “making the market’, and which, as Baron Emile Er- 
langer pointed out (22 April 1875), in justification of his own 
behaviour with regard to the Costa Rican Loan of 1872, was 
common practice in the loans of almost every European Govern- 
ment, including France (whose loans at that period were always 
extremely popular).** Thus the contractors, holding the loan 
at 64, set to work in the period between advertising the loan 
and its allotment. As the Select Committee noted: “Although 
no scrip is in existence, they contrive by purchases and concerted 
dealings on the Stock Exchange to raise the loan to a premium, 
and this premium is maintained at any cost till the period of 
allotment is over.** These purchases were called “buying back” — 
ie. the syndicate, seeing the price of the loan declining, brought 
back a certain amount, creating a demand which raised the 
price once more. Mr. C, E. Lewis, M.P., giving evidence 29th 
April 1875, exposed the motives behind it all: 


“The common pretence upon which all these dealings at ficti- 
tious prices before allotment are supported is this, ‘We want to 


80 Minutes of evidence taken before the Select Committee on Loans 
to Foreign States, P.P., 1875, XI, 259. 

81 Ibid, 333. 

32 Ibid, 280. 

33 Report from the Select Committee on Loans to Foreign States, P.P., 
1875, XI, 46-47. 
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defeat the bears; if you do not do that, the stock will be beared 

too low’. The fact is, without beating about the bush, that the 

great object is to get applications for shares, and unless you get 

a premium quoted, you do not get applications.” *4 

“Buying back” was intended to create ‘“‘fictitious premiums” 

which in turn had two purposes; first, to induce the public to 
believe that the loan was a good investment, and, secondly, to 
induce the public to believe that they would, if they obtained 
an allotment of the stock, realise that premium. 


The intention was to create the impression that the public was 
so keen on owning the stock that they were prepared to pay a little 
extra in order to be sure of getting the share of the allotment 
they wanted, rather than run the risk of having to pay morc 
for it once the loan had been allotted. Moreover, many people 
subscribed to a loan purely with the idea of realising the profit 
created by the difference between the fixed rate at which the 
loan was quoted (e.g. 80) and the premium it was fetching on the 
market (e.g. 88). If they received an allotment, they would 
then stand to make an immediate clear profit of 8. Meanwhile, 
of course, the syndicate had applied for, and obtained, a quo- 
tation of the loan on the Stock Exchange, and the flotation was 
completed. The purchasers (i.e. the syndicate or contractors) 
now became sellers, and if possible maintained the premium 
until they had sold out. But in fact they had already enjoyed 
such favourable terms that the stock could be sold at a discount 
on 80 and still yield a substantial profit. The only remedy the 
Select Committee could suggest was that the buying back author- 
isation (i.e. from the Government to the loan contractor) should 
be published in the form of a statutory declaration before the 
Stock Exchange gave a settling day.*° It was realised that, in the 
face of Stock Exchange opposition, it would be impossible to 
apply the only complete remedy—i.e. the prohibition by law of 
all dealings before allotment. 


There were occasions when, even in spite of these manipula- 


34 Minutes of evidence taken before the Select Committee on Loans 
to Foreign States, P.P., 1875, XI, 327. 
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tions, the public seemed reluctant to take up a loan. It was 
possible then to ensure that a favourable piece of news reached 
London before the allotment—the arrival of two cargoes of ma- 
hogany directed to the bankers for the payment of back interest 
on a previous loan, a hint of accelerated amortisation, or the 
announcement of extra drawings, over and above the prescribed. 
In the case of the Honduras Loan of 1870, Mr. Lefevre man- 
aged to dispose of a larger quantity of bonds by advertising, in 
the Investor's Monthly Manual, two additional 2% drawings 
of £50,000 apiece beyond the annual drawing of 3% (£75,000) 
mentioned in the prospectus.** 

Most surprising of all is the allegation, emerging in the evi- 
dence of the Select Committee and never adequately disproved, 
that London financiers were concerned with the direct bribery 
of Latin American politicians and diplomats. Messrs. Knowles 
and Foster, one of the loan contractors giving evidence, handed 
in a translation of President Guardia’s message to the Costa Rican 
Congress. Not only did President Guardia, who was obviously 
making an apologia in face of serious accusations of dishonesty, 
confess to having received “‘as an act of pure generosity, following 
the custom established for these negotiations’, the sum of £100,- 
000 from Mr. Henry Meiggs, the American contractor for the 
railroad, but he went on to reveal that £60,000 had been placed 
at his disposal in the name of the contracting house, Messrs. 
Emile Erlanger and Co. ‘‘in order that I might divide them among 
my friends and other members of the Cabinet.*’ Baron Erlanger, 
of course, totally denied this allegation, but he gave no satis- 
factory explanation for the President's conduct, and the reputa- 
tion of the financiers was further compromised by the Hon- 
duras bribery allegations. Mr. George Hatfield Gossip, one-time 
clerk of Mr. Lefevre, in answer to the questions of Sir Henry 
James reported, that £4,000 worth of diamonds had been sent 
by Lefevre to Madame Gutierrez (the wife of the Honduras 
Minister) because “Mr. Lefevre was of the opinion that she had 


36 Report from the Select Committee on Loans to Foreign States, P.P., 
1875, XI, 16-17. 

37 Minutes of evidence taken before the Select Committee on Loans 
to Foreign States, P.P., 1875, XI, 263-265. 
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great influence over her husband, and that she could induce him 
to sign the agreements which Mr. Lefevre wished to be signed.” 
He also remembered £10,000 having been sent to President 
Medina in Honduras “as a recognition of the services he had 
rendered in connection with the promotion of the railway’’.** 
But it should be remarked that Mr. Gossip had a grievance 
against Mr. Lefevre, who had, according to him, grossly under- 
paid him, treated him unfairly, and finally dispensed with his 
services. He also appears (or at least, so the members of the 
Committee evidently thought) to have been conducting a private 
blackmailing campaign against the people involved, notably 
Lefevre, Messrs. Bischoffsheim and Goldschmidt (the bankers), 
and Sefior Gutierrez—and his lack of success may well have 
led to spiteful exaggeration. 


Yet, in spite of the revelations of the Select Committee, 
opinion among financiers and stock brokers interviewed was 
virtually unanimously opposed to remedial legislation. Mr. 
Samuel de Zoete, Chairman of the Committee of the Stock 
Exchange, Mr. Lionel Cohen, one of the Managers of the Stock 
Exchange, Mr. H. Cazenove, a Member, Mr. N. M. de Roths- 
child, M. P., Mr. Charles Waring (of Waring Bros.), and 
Baron Emile Erlanger, came out violently against intervention 
on grounds ranging from possible damage to London’s position 
as the centre for foreign Government Loans to resentment at 
“too much of the nursing system”. The existing situation was 
too lucrative to be dispensed with. The Stock Exchange had 
nothing to gain and a great deal to lose by tightening its regu- 
lations, and the bankers, themselves interested in the profitable 
flotation of loans rather than the holding of Latin American 
Government bonds, were in very much the same position. The 
recommendations of the Select Committee in effect left things 
very much as they were, with minor modifications, concluding 
that: 

“Your Committee hope that the history of the foreign loans 


embodied in this Report will tend to enlighten the public, and 
to render it more difficult for unscrupulous persons to carry 


38 Minutes of evidence taken before the Select Committee on Loans 
to Foreign States, P.P., 1875, XI, 216-218. 
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out schemes such as those which, in the cases on which it has 
been the duty of your Committee to report, have ended in so 
much discredit and disaster.’’ *® 


* +*+ KF * K 


To a certain extent, then, the excuse of fraud advanced by the 
Latin American Governments is tenable, and it becomes more 
so when the avarice and stupidity of the British bondholder is 
revealed. There certainly seems little reason, at this distance, to 
compel one victim of a fraud to reimburse, out of his own private 
funds, the losses of another. The British bondholders paid the 
price of their ignorance, as did the Republics, and it was a hand- 
ful of politicians, diplomats, financiers, stockbrokers and specu- 
lators who reaped the rich harvest. 


The small British investor remained, throughout this period, 
subject to the most elementary swindles. Utterly ignorant of 
conditions in Latin America, and with only just enough knowl- 
edge of the ‘Change to make a fool of himself, he invested his 
savings in the most unlikely ventures, and then wept bitterly when 
they failed to yield the expected fabulous returns. It is im- 
possible not to sympathize with the sentiments expressed in W. E. 
Davidson’s minute, 27 March, 1895, in which he complained 
that: 

“It is very unfortunate that British investors or speculators 
will not apparently learn prudence by experience. They seem to 
go on risking their money in South American Republics with as 
much perseverance and confidence as though spoliation, repudi- 
ation, and corruption had never been mentioned in connexion 
with these States.”’ *° 

Most authorities seem to agree that the mass of the original 
bondholders were drawn from the humbler classes—the country 
clergymen, officers on half pay, widows, orphans, even artisans. 
Lord George Bentinck, concluding a fine speech in which he 





89 Report from the Select Committee on Loans to Foreign States, P.P. 
1875, XI, 50. For an interesting account of the raising of an Inde- 
pendence Loan (1822) in London, see R. A. Humphreys—Liberation in 
South America, (London 1952), pp. 121-132. 

#0 Venezuela-Panama Gold Mine Co. Ltd. Case, Public Records Office, 
Foreign Office papers, 80/459. 
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had proposed a motion to secure redress for British holders 
of the Spanish Debt, July 6, 1847, claimed that: 


“I stand here as the advocate of what I believe to be the 
weakest, the most neglected, and the most helpless of the 
people of this country (i.e. the widows, orphans and veterans). 

I have not been visited, or applied to by the Aguados, the 

Ricardos, or the Rothschilds; and, even if they are losers, 

I should not sympathize with them; but I fear it is the humblest 

and the weakest class in this country that have been the worst 

sufferers by the bad faith of Spain.” # 
Sir Henry James, moving the appointment of the Select Com- 
mittee on Loans, February 23, 1875, spoke of ‘“‘naval and mili- 
tary men obliged to leave the service to find other employment 
to maintain their families, widows reduced to absolute destitution, 
aged men unable to work” finding a life’s savings swept away." 

Clearly it was to this class that the high interest rates offered 

would have special appeal. The Honduras Railway Loan of 1867 
bore 10% Annual Interest, was issued at 80 (i.e. an effective 
interest rate of over 13%) and was to be redeemed, according 
to its Prospectus, at par in sterling within 17 years by yearly 
drawings, by means of an accumulative Sinking Fund of 3 per 
cent per annum. Moreover subscribers were to receive as a 
bonus with each £100 bond, one 10,000th deferred fully paid up 
railway share. The prospectus noted that—The interest and 
sinking fund of the loan are specially guaranteed by a first 
charge upon the intended railway itself and its revenue, and 
also by a first mortgage upon the whole of the domains and 
forests of the State of Honduras, which, according to official 
report, are of immense value’.** Here seemed the answer to 
the small rentier’s dream; 13% interest, repayment at par in a 
mere seventeen years, and continued income for 15 years (via his 
railway shares) after the entire debt had been repaid,—four 
times the yield of Consols, and, apparently, on the cast-iron 
security of forests of “immense value”! Yet this turned out to be 
one of the most notorious swindles of them all. 


41 XCIII PARL. DEBS, 3s., 1297. (July 6, 1847). 

42 CCXXII PARL. DEBS, 3s., 777. (Feb. 23, 1875). 

43 Appendix to Report from Select Committee on Loans to Foreign 
States, P.P., 1875, XI, 428-430. 
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Knowing nothing of the realities or falsehoods behind the 
convincing blandishments which poured from the Stock Exchange, 
the small investor depended to a great extent on the reputation 
of the banking house issuing the loan, on the mythical security 
offered by the admission of the loan to a quotation by the 
Stock Exchange Committee, or on the reception which the Stock 
Exchange seemed to be giving the loan before allotment (i.e. 
the premium it achieved). Most of the Brazilian and Chilean issues 
were introduced to the public by the Rothschilds, while the Argen- 
tine loans were the responsibility of the Barings, the Murrietas, 
J. S. Morgan and Co., Morton, Rose & Co., Stern Brothers, and 
the River Plate Trust. And, as the Economist remarked: “. . . it 
can scarcely be disputed that whatever success attended the loans 
was due much more largely to the reputation of the issuing houses 
than to any independent judgment on the part of the investors 
regarding the financial credit and the political status of the 
borrowing Governments’”’.** But what the small investor did not 
realise was that the banking houses often held no stake what- 
soever in the loans they issued, and, since they collected their 
commission and insurance charges before handing the public’s 
money over to the foreign Government, stood to gain whether 
the loan was good or bad. Mr. William Shaw, M.P., asked 
Mr. William McKewan, joint General Manager of the London 
and County Bank (bankers for the Honduras Loan of 1867) 
whether he had made any investigations as to the character of 
the loan, or the security, before taking it. The answer was in 
the negative, and Mr. McKewan admitted that they took the 
Loan purely as a matter of their business as bankers. He also 
admitted, in reply to a question from Sir Charles Russell, M.P., 
that the name of his bank “would have given some confidence 
to the undertaking”’.*° 

A quotation on the Stock Exchange, taken as a guide to the 
security of a Loan, was just as unreliable. Sir Henry James, 
examining Mr. Septimus Richard Scott, a member of the Com- 
mittee of the Stock Exchange, revealed that there was nothing 


44 The Economist, March 13, 1897, p. 379. 
45 Minutes of Evidence taken before the Select Committee on Loans 
to Foreign States, P.P., 1875, XI, 156, 160. 
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in the existing machinery of the Stock Exchange Committee which 
would enable them to detect fraud. Sir Henry continued: “And 
however reckless the terms of the loan, and however unlikely 
that they would be fulfilled, the committee would never enter 
into that, I suppose?”’: to which Mr. Scott replied: “If the public 
had taken the loan, and the promoters came to us for a quota- 
tion or a settlement, we take it that it is not our business to go 
into that’’.“° The only solution that the Select Committee could 
suggest to the problem of the prestige given to a loan by an 
official quotation was the somewhat negative one of making 
it as easy to get a quotation as to secure a settling day. They 
agreed also that: ‘The business of the Stock Exchange is to buy 
and sell, not good securities only, but all securities that are 
dealt in, and it is hardly fair and hardly wise to entrust to it the 
power of suppressing those questionable proposals by which it 
alone, of all the public, is certain to benefit’”’.*” 


But it was the reception of the loan by the Stock Exchange in 
the days before allotment which made up the minds of the ma- 
jority of investors. The process of “making a market” before 
allotment has already been discussed, and it is evident that the 
premium at which a loan was quoted often had very little to do 
with the security offered. Yet the investors continued to be- 
lieve that a premium meant the acceptability of the loan in 
financial circles more experienced than their own. Mr. C. E. 
Lewis, M.P., giving evidence beforethe Select Committee, de- 
scribed the usual reaction, noting that “... if you were to get 
round to the country clergymen, and the spinsters and widows, 
who have lost their money in these loans, and ask them how 
they were induced to apply for them, some of them would tell 
you that their country bankers had told them that the loan was 
a good thing, because they had seen it quoted in the paper at 
so much premium, and a lot would tell you, ‘I was sitting 
at tea, or at breakfast, and I got the morning paper, and I saw 
that this loan was at 2 or 3 premium, and I immediately sat down 


46 Ibid., 128. 
47 Report from the Select Committee on Loans to Foreign States, P.P., 
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and made arrangements for selling a little property I had, and 
put £300 or £400 in it’’”’.** 


Apart from the innocent investor, attempting to secure a high 
interest return on a modest supply of capital, there were others 
for whom sympathy is more difficult. Mr. C. E. Lewis, M.P., 
believed that “the spirit of gambling amongst the English people 
had very much increased”, and that it was finding expression in 
the Latin American loans. He agreed that dealings in un- 
allotted stock were mere gambling transactions in these loans, 
though not, of course, in loans emitted by a country like Rus- 
sia, France, or the United States. There was always the hope 
of realising the difference on allotment between the fixed mar- 
ket quotation and the premium, and naturally there was the 
normal optimism of the speculator gambling on a rise. In- 
deed, on occasions the British public would even put its money 
on the outcome of a war; as in the case of the loans of the Con- 
federate States, for which, as Mr. N. M. de Rothschild pointed 
out, the public subscribed on the speculation that the rebellion 
against the United States would be victorious.*® But one of the 
most fruitful sources for capitalizing on the British instinct for 
gambling, while at the same time promoting the taking up of the 
more dubious loans, was the system of semi-annual or annual 
drawings. This system was by no means confined to Latin 
American securities. Mr. C. E. Lewis observed that he had 
bought Credit Foncier (an English company) debentures at 9-4 
at a discount, and had been paid off at 100 within two or three 
years.°° But it was essentially a lottery, since a certain sum, say 2 
per cent of the total loan, or a yearly fraction of the proceeds, 
was put aside for redemption by drawings, and the drawings, 
officially, were determined purely by chance. 

The most reprehensible of the bondholders, however, were the 
professional speculators. These were the financial manipulators 
who, having bought up Latin American bonds for a song from the 


48 Minutes of Evidence taken before the Select Committee on Loans to 
Foreign States, P.P., 1875, XI, 327-28. 
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original investors, were the loudest to press for the restitution 
of their full “rights” and the return of the capital at par. 
Earlier in the nineteenth century this practice had taken the form 
of the purchase of credits anterior to Independence, or officers’ 
pay bonds, the value of which in coin was seldom above eight per 
cent. This was then followed, as it was in the case of Mont- 
gomery, Nicod and Co., by a claim for the full face value of the 
bonds. M. Payno, Mexican Chargé d’Affaires in London, told 
Palmerston in a note dated June 16, 1851, that—"‘The Govern- 
ment (Mexican) has met with a case in which a merchant 
possessing a number of these credits which cost him ten or 
fifteen thousand dollars, alleged his rights as a foreigner, had 
recourse to his Minister, and claimed most urgently and posi- 
tively two or three hundred thousand dollars, and the payment 
of damages and losses, as being despoiled of his property and 
assailed in his interests. And this merchant assuredly has not 
lent a single dollar, nor had the Government made a contract 
of any description with him’”.* Later in the century the practice 
was to buy bonds at their vastly diminished value in the Stock 
Exchange, and then to press for a settlement to realise immediate 
and substantial profits. Sefior Ramon de Silva Ferro, in his 
Historical Account of the Honduras Railway Failures, remarks on 
the fact that, though a very few of the bondholders had sub- 
scribed to the loans at the prices of issue in the hope of getting 
13 or 14 per cent per annum interest on their capital, “. . . . nine- 
tenths of the bondholders of the Honduras loans have bought 
them at 60, at 50, at 40, at 30, at 20, at 10, and at 8 per cent. 
of their value, in the hope of gaining 20, 30, 60 or 110 per cent. 
per annum, and with the chance of redemption at par, by which 
they would gain 100, 200, and even 1,150 per cent.; for those 
who bought bonds at 8 per cent. would gain no less than 1,150 
per cent. if the bonds were redeemed; and there are many who 
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obtained them at that price, or even for less”. 
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Naturally, those speculators who had bought at rock bottom 
prices were keen to realise their profits as early as possible, 
and were prepared to accept settlements which gave them an im- 
mediate return, even if the settlements were not acceptable to 
the original bondholders (who had bought at the issue price). 
Thus, when proposals were made to include the Argentine Pro- 
vincial debts in a national unification scheme, transferring re- 
sponsibility from the provinces to the nation, with some sacrifice 
in the principal of the debt, the Economist commented: “All 
this sudden zeal for settling the provincial debts is openly at- 
tributed in the market to the influence of syndicates who bought 
up the bonds at bed-rock prices and now reap the benefit of their 
‘foresight’’’.** Similarly, in the case of the Buenos Ayres Cedu- 
las, Mr. Otto Bemberg, acting on behalf of the province of 
Buenos Ayres, proposed an Arrangement of the Cedula Debt, 
which, as he pointed out, would allow a profit of 50 to 100 
per cent to those who had bought very large numbers of 
Cedulas of late years at very low prices. Not surprisingly, Mr. 
Bemberg’s proposal was accepted by a Conference (19 March, 
1902) of the principal holders of Cedulas, including representa- 
tives of many influential firms; and a requisition was addressed 
to the Council of Foreign Bondholders, urging the acceptance 
of the proposals, by some thirty interested firms.** For most, 
if not all of them, had bought Cedulas as a speculation at low 
prices, and were concerned with realising the profits of their 
financial acumen rather than securing justice for the investors 
who had originally paid full value for them. Members of the 
Stock Exchange, in any case, were not averse to manipulating 
Latin American securities, and, incidentally, Latin American 
Government credit, as a means to a most comfortable financial 
end. The Economist, which kept a keenly critical eye on the 
shadier operations of the City, commented (1898) on the fact 
that several Argentine papers seemed puzzled by the fall in 
price of Argentine Government securities from the highest points 
touched. “It has not occurred to any of them to mention the 


53 The Economist, February 18, 1899, p. 237. 
54 Appendix to 29th Annual Report of the Council of Foreign Bond- 
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term ‘unloading’. The fall in the gold premium here, and the 
rise in Argentine stocks in Europe at the end of last year and in 
the first months of this, were simply combined movements which 
have given excellent results to those who manipulate the wires. 
The game is played so regularly at intervals that it is now well 
understood, even by the public at large.” ** 


* * +*#+ *£ * * 


Both Government and bondholder could, therefore, claim to 
have sustained some injury. For the Governments the remedy 
lay, quite simply, in the repudiation of debts. For the Bond- 
holders, the solution was not so clear. Their remedy lay prin- 
cipally in their own hands, though, when all else failed, it was 
normally possible to secure the assistance of their respective 
Governments. At first the bondholders generally worked through 
the medium of individual, national committees but, after 1868, 
they concentrated their forces in the Corporation of Foreign Bond- 
holders, a non-profit-making organisation which received a 
Special License from the Board of Trade in 1873, and was in- 
corporated by Act of Parliament in 1898. 

“In the first place, when a committee was appointed to protect 
the interests of the bondholders concerned the council found 
for them house room and clerical assistance, paid for postage 
and telegrams, and, in fact, found all the expenses up to a 
settlement—expenses which he (i.e. Sir John Lubbock) had 
known to amount to many thousand pounds. The council had a 
library giving full information of the kind required, which 
was at the disposal of the Committee; and they also had a very 
experienced staff, while for many years they had been in 
relation with the English Foreign Office, which naturally felt 
more free in dealing with a body like the council than with 
a body merely constituted for the moment, with whom they 
had had no previous relations. He thought he might also ven- 
ture to say that the opinion of the council had considerable 
weight in foreign countries. . . .” 
The scope of the Corporation’s activities is even more evident 
from its claim that it had been concerned “in the settlement of 


Debts aggregating not much short of the gigantic sum of 
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£1,000,000,000.” ** Naturally such an organization found many 
critics, normally on the grounds that it failed to push its claims 
hard enough, or accepted too readily an unfavorable Settlement. 
As far as the small bondholder was concerned these criticisms 
were probably not unjustified, since the Corporation was par- 
ticularly liable to pressure from the City financiers, whose in- 
terests, as indicated above, were far from identical. Sir John 
Lubbock listed, in 1897, the Barnetts, Balfours, Bouveries, Curtis, 
Farquhars, Gibbs, Grenfells, Hambros, Huths, Kinnairds, Mar- 
tins, Robarts, Sandemans and Smiths** great bankers and mer- 
chants of the City of London, as amongst those who gave the 
Corporation their support. The Act of incorporation, 1898, 
strengthened the Corporation’s position as even more represen- 
tative of the whole financial and commercial interests of the City, 
creating a Council of twenty one members, six of whom were 
to be nominated by the Central Association of Bankers, six by 
the London Chamber of Commerce, and nine to be co-opted 
by the Council as a whole. The Corporation had its share of 
Privy Councillors and Members of both Houses of Parliament. 
In the period 1895-1905 there were not less than thirteen M.P.s 
either serving on the Council or on one or more of its Com- 
mittees. And the bondholders could normally count on their 
support, or on that of their contacts in the Lords. Mr. Henry 
Brinsley Sheridan, for example, an M.P., chairman for seven 
or eight years of the committee of Mexican bondholders, and a 
member of the first Council of Foreign Bondholders, brought in a 
Bill in 1875 with the expressed purpose of protecting the in- 
vestors against foreign Governments, and Lord Avebury, Presi- 
dent of the Council, spoke as President in the interests of the 
Venezuelan bondholders at the Lords’ Debate of March 2, 1903.°° 
Moreover, the City M.P.s were a useful intermediary with the 
Government, and in 1865 the Chairman of the Committee of 
Venezuelan Bondholders was able to enlist the support of three 
City members (Lionel de Rothschild, G. J. Goschen and R. W. 
Crawford), all of whom wrote to Earl Russell urging the justice 


7 31st Annual Report of the Council of Foreign Bondholders, VIII 
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and necessity of Government intervention on the bondholders’ 
behalf.°° It is perhaps a compliment to the relative efficiency 
of the Corporation to quote the opinion of Sefior Lizardo Garcia 
(1903) that “the Corporation of Foreign Bondholders is not a 
institution formed to concentrate and regulate the movement and 
service of securities,” but “exists for the better exploitation of 
weak and innocent countries’’.” 

The first steps taken by the bondholders on default normally 
took the form of stern protests, appeals to higher motives, advice 
on financial reform, and circularization of the defaulting States. 
The Economist in 1896 praised the Council of Foreign Bond- 
holders for the stronger line it had lately been adopting, particu- 
larly the letter respecting Buenos Ayres Cedulas addressed to the 
Argentine Minister of Finance “which characterizes in very plain 
terms the treatment experienced by the bondholders, and the action 
of the Provincial authorities”.®* Yet the previous month the 
same financial journal’s Argentine correspondent had criticised 
Sir John Lubbock for the very same letter, noting that it had 
caused considerable irritation in official quarters “owing to what 
they held to be its almost unparliamentary tone’’;** and in 1897 he 
was complaining of “the unnecessary vigour of tone . . . and the 
insinuations” of the vigorous protest “far more vigorous than 
diplomatic or well-timed” —from the representatives of the hold- 
ers of the Municipal Loan of 1888 and of the old National 
Bank Loan. 


Vigorous protests obviously had their limitations, and the bond- 
holders, when they were not calling the attention of the Re- 
public to the “sacred” nature of their obligations, incurred in the 
battle for Independence, suggested means by which the money 
could be procured. The British Consul General in Chile, Mr. 
Walpole, in a Note to Sefior Montt, dated November 10, 1840, 
called the attention of the Minister to the rising cost of the mili- 


6° Edward B. Eastwick, Venezuela, or Sketches of Life in a South 
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61 Appendix to the 31st Annual Report of the Corporation of Foreign 
Bondholders, p. 123. 

62 The Economist, August 22, 1896, 1094. 

63 Thid., 1896, 829. 


——~—— 


San A el 


-——— TSO 


BRITISH BONDHOLDERS 27 


tary establishment, arguing that: “So vast an expenditure would 
sufficiently account for the impoverishment of the Treasury; but 
its reduction will equally relieve the Government from the neces- 
sity for contemplated sacrifices, and will augment the surplus of 
revenue with which to cover the demands of Mr. Caldcleugh (the 
bondholders’ agent), and to satisfy the most exaggerated ex- 
igencies of the State’ ** Another favourite solution was in- 
creased taxation,®° but it met with an understandable lack of 
response. The uses of propaganda were not ignored, and the 
defaulting Republics were circularized with a view to stating the 
bondholder’s case, and working up an appropriate degree of popu- 
lar shame and indignation. Thus the Council of Foreign Bond- 
holders reproduced their letter to the President of Ecuador, H. E. 
General Eloy Alfaro “én extenso”’ in the leading paper in Guay- 
aguil (1897), also printing it in the form of a pamphlet, dis- 
tributed amongst the most influential citizens;°° and very much 
the same action was taken by the Costa Rican and Honduran 
bondholders in 1903. 


When these relatively innocuous measures had failed, as they 
almost invariably did, it was time for something rather more 
severe. Legal action could always be taken in Latin American 
law courts which were, of course, technically open to foreigners 
on the same terms as nationals. Mr. Stanley Boulter, Chari- 
man of the Argentine Municipal Loans Committee, speaking at 
a meeting of the bondholders of the municipalities of Cordoba 
and Santa Fé, July 27, 1903, told the bondholders that his Com- 
mittee had been forced to commence legal proceedings against 
the cities, as it had been compelled to do earlier in the case of 
the municipality of Rosario. He added that it was a “weary 
business’ carrying on litigation against any great civic centre of 
a country, and that he himself placed more trust in the weapon 
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of public opinion.* The Economist, however, seems to have 
proved otherwise, for in 1905, commenting on the proposed 
arrangement with the City of Santa Fe, it remarked that “‘a fac- 
tor in bringing about the proposed agreement appears to have 
been the legal pressure brought to bear on the municipality by 
the representative of the bondholders. At any rate, that has 
secured for them the additional advantage of the guarantee of 
the Provincial Government for the due fulfillment of its obliga- 
tions by the municipality.” °° Mr. Stanley Boulter remained un- 
convinced, and three days later at the meeting of the Santa Fé 
bondholders voiced a common criticism of Latin American legal 
proceedings. For the bondholders had succeeded in obtaining 
judgment against the city, but had found that it was harder to 
get it enforced. Mr. Boulter complained somewhat plaintively 
that: ““There was really nothing that they could seize. The secur- 
ity for the loan was the paving tax and the general revenues of 
the city. The paving tax was not levied, and as to the general 
revenues, the committee understood that the salaries of the off- 
cials of the corporation could not be paid out of any resources 
of the city itself, but had to be paid by the Province. The money 
ought never to have been let to Santa Fé at all... .”!"° 


The results of legal action were not always so happy, even in 
form; no foreigner, for instance, could have hoped to secure 
justice in the courts of the dictators Lopez of Paraguay or Guzman 
Blanco of Venezuela, and even in well-regulated States the 
processes of justice were often slow and cumbersome. The Coun- 
cil of Foreign Bondholders had some bitter things to say about 
the Brazilian courts with regard to the action brought against 
the Ituana Railway Company by the London and Brazilian Bank 
(acting on behalf of the debenture holders). The case began 
in 1899, and in 1903 the Council was still expressing its regret 
‘‘at the extraordinary manner in which, under Brazilian law, it is 
possible to delay and obstruct the administration of justice.” "' 
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The bondholders’ strongest card in foreign Jaw courts undoubt- 
edly lay in a contractual lien on hypothecated property, and even 
in Honduras the bondholders were able to prevent the construc- 
tion of the Inter-Oceanic railway so long as they refused to release 
their lien on the existing miles of track.” 


A bondholder could, of course, obtain redress by litigation in 
British courts against fraudulent contractors of loans. But it was 
an expensive and dangerous procedure, and could only succeed 
if the bondholder had both obtained his bond direct from the 
contractor, and could substantiate an allegation of fraud against 
him. If, however, the bondholder obtained his bond by pur- 
chase in the market, he had no remedy.** Neither had he remedy 
in British courts against foreign Governments or diplomatic rep- 
resentatives. Sir Henry James, proposing the Select Committee 
on Loans, February 23, 1875, suggested the possibility of finding 
means for instituting proceedings against the representatives of 
foreign States who had been guilty of misleading or false state- 
ments."* But the evidence brought before the Committee merely 
indicated the curious situation by which a foreign Government 
could sue anyone in a British court, but need not, in turn, 
appear to a cross Bill filed against it in the same court. Nor did 
there exist any means of proceeding against an Ambassador or 
Minister who deceived a contractor, or himself issued the loan 
and deceived the public, while he, on the other hand, could pro- 
ceed against anyone he liked.” 


Legal proceedings, then, were available as a means to remedy, 
but were by no means universally applicable. Mr. Boulter had 
put his trust in the weapon of public opinion, and it was in this 
and in the support of the Press that many bondholders felt the 
remedy lay. Indeed, Mr. Robert Watt, Chairman of the Hon- 
duras Bondholders Protection Committee claimed, simply by 
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acting on public opinion, to have been directly instrumental in 
getting the appointment of the Select Committee on Loans. 
He felt that the Committee, and the evidence produced before it, 
would be a material means of recovering the bondholders’ 
money.’* Mr. Stanley Boulter admitted to receiving help from the 
Press of Argentina in the cause of the Santa Fé bondholders.” 
and, once a settlement had been reached, noted that the bond- 
holders had been wonderfully well supported by the Press of 
London. He added that he “did not recollect any agitation in 
which better support had been given in this matter. The Press 
had taken it up as if it had been their own case, and he thought 
it was largely owing to the assistance they had obtained from the 
Press, who saw that the bondholders were being robbed in a 
scandalous manner, that they had arrived at any settlement at 
all. It was the force of public opinion that had largely aided in 
bringing the matter to a head.” * 


In a case of persistent default the bondholders could, if they 
wished, assume direct control over the property hypothecated 
as a security for their loan. The usual practice in issuing a loan 
was to assign, as security, a certain portion of the customs rev- 
enues, or a first lien on railways, mines, or forests. Less often a 
condition was written into the contract providing for the active 
assumption of control by the bondholders or their agents in case 
of default, or even, in extreme cases, during the entire term of 
the Loan’s operation, default or no default. The Dominican 
Government negotiated for a loan of £275,000 with a firm of 
English capitalists, 1899, the terms of which included the trans- 
ference of complete control of the Customs to the Loan Com- 
pany.”® But this was an unpopular proceeding in Latin America, 
and in the case of the Bill for the Unification of the Argentine 
National External Debts, 1901, popular opposition was so violent 
to the proposed daily deposit of the Import duties as ‘derogatory 
to the dignity of the Nation”, that Dr. Berduc, the Finance 
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Minister, resigned, and the scheme was withdrawn.*’ As for the 
management of hypothecated railways, the Agreement concluded 
17th June, 1870, between Sefior Gutierrez and Messrs. Bischoff- 
sheim and Goldschmidt for the Honduras Railway Loan, con- 
tained, in Article II, the provisions that, in case of default, 
“Messrs. Bischoftsheim and Goldscmidt, ipso facto, as representa- 
tives of the bondholders, are by these presents authorised, either by 
themselves or by means of any agent or delegate whom they may 
appoint, to take possession of the railway and its chattels, and 
likewise of any of the territories and woods, to work the said 
railway, and to receive its revenues... .** In fact, this was just 
what the bondholders attempted to do. In the course of 1873 they 
formed “The Honduras Inter-Oceanic Railway Company (Ltd.)” 
which was to assume the Honduras Debt as part of the Company’s 
capital, and to apply for a new debenture capital of £2,500,000 
from the public. However, three things caused its failure—the 
unwillingness of a large proportion of the bondholders to con- 
vert their bonds into Railway shares, the refusal of the contractors 
of the previous loans, Messrs. Bischoffsheim and Goldschmidt, 
Mr. Lefevre, and Messrs. Dreyfus, Scheyer and Co., to support the 
Company after its formation, and the understandable reluctance 
to invest in the Company of the British public (from whom only 
some £30,000 were raised out of the £2,000,000 in 10% First 
Mortgage Debenture Bonds applied for).** In any case the 
railway company, if it had succeeded in raising the money, would 
have been heavily overcapitalized, and even the most sanguine 
of its promoters could hardly have expected to see more than a 
fractional return on their money. 


The difficulties which normally faced the bondholders even 
apart from the virtual impossibility of raising money on the open 
market, were clarified by the Right Hon. W. Lidderdale, presid- 
ing at a general meeting of the El Salvador bondholders, April 14, 


8° Appendix to the 28th Annual Report of the Council of Foreign 
Bondholders, pp. 34-38. 
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1899, when he remarked that if the 1899 bondholders were to 
foreclose on the railway mortgaged to them, “they would find 
themselves in possession of one section only of the line, and that 
in a very poor state of repair and entirely unprovided with rolling 
stock”, in addition to which a branch line had been constructed 
which did not belong to them and had taken the large part of 
their traffic.** 


But undoubtedly the bondholders’ most powerful weapon, 
short of active Government intervention, was the refusal of fur- 
ther credit. This could either take the form simply of urging 
investors to refrain from further dealings in the defaulting 
Nation’s bonds, or of obtaining the suspension of the bonds’ 
quotation on the Stock Exchange. Neither of these forms of 
pressure were confined to dealings with Latin American countries. 
The debenture holders of the New Zealand Midland Railway 
Company, aggrieved at the Government’s behaviour in taking 
over their line, petitioned the Stock Exchange in 1899 to refuse 
an official quotation to any future issues of the Colonial Govern- 
ment’s stock.** The same year the Economist's Melbourne cor- 
respondent was urging British investors to safeguard their ex- 
isting investments in colonial stock by refusing colonial gov- 
ernments more loans for development.** And in 1898 the British 
bondholders of the Canadian Chiguecto Marine Transport Rail- 
way Company were threatening a boycott of any fresh Canadian 
securities offered on the London market.*® But in Latin America, 
the boycotting of loans was an everyday occurrence, and in 1900 
the Economist, was urging the Guatemalan creditors to oppose 
in every way possible the Minister of Finance’s proposal to issue 
loans to an amount not exceeding $25,000,000 for public works 
and the service of the existing debt.*’ Indeed, the success of this 
policy was evident from the withdrawal in 1872 of the Honduras 
ship railway loan of £15,000,000, as a direct consequence of the 


83 The Times, April 15, 1899, 14b. 

84 The Economist, February 24, 1900, 262. 
85 Ibid., February 18, 1899, 238. 

86 The Economist, May 21, 1898, 768. 

8 Ibid., Aug. 4, 1900, 1107. 


an 
F¢ 


BRITISH BONDHOLDERS 33 


announced opposition to the new loan of the Corporation of 
Foreign Bondholders.** 


Yet it was by means of the Stock Exchange that the most 
satisfactory results were achieved. M. Ed. Laboulaye of the 
Institute of International Law, when asked how a State might be 
compelled to pay its debts contracted by public issue with for- 
eigners said, in a letter of 1874, that, as fa: as he could see, 
there was no way of compelling it, and that a State loan was not 
an Ordinary contract but an act of sovereignty. If compulsion 
were to be exerted it had to be by opinion, the sanction of which 
was to exclude all loans of the foreign Government from the 
French market. This was the only means known to the English, 
but it was an effective one.*’ Mr. Samuel Herman de Zoete, 
Chairman of the Committee of the Stock Exchange, giving evi- 
dence before the Select Committee, explained the procedure. 
When a loan came up for settlement and a quotation, the Com- 
mittee gave notice of the application, and it was then open to 
anyone who had contracts on the Stock Exchange, or who held 
bonds in previous loans, to urge any objections before the Com- 
mittee. ‘‘The question of quotation very often materially de- 
pends upon the issue of those particular cases, and the repre- 
sentations which are made. .. .” He added that, though the 
withholding of a quotation would very probably cause serious 
injury to the credit of the country and disturb financial operations 
on hand, it had the disadvantage of, by injuring the country’s 
credit, thereby injuring the existing bondholders through the 
declining market value of their bonds.*” One of the more effec- 
tive methods of operations through the Stock Exchange was that 
practised by Mr. James Capel in 1852 with regard to the Spanish 
External Debt. He took steps to issue certificates of default for 
the amount outstanding, and obtained a Stock Exchange quo- 
tation for the issue. Simultaneously the negotiation or quotation 
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of any new Spanish security in the London market was inter- 
dicted.» Mr. W. H. Bishop attempted to persuade the bond- 
holders to a similar course of action at a meeting of the holders 
of the Portuguese External Debt in London, July 30, 1902, but 
his amendment was negatived, and the Portuguese terms were 
accepted with only one dissentient. 

There can be no doubt that the suspension of a quotation 
was of invaluable long-term assistance to the Corporation of For- 
eign Bondholders. Judge Snagge, a member of the Council, 
confessed that “the Corporation would be powerless, and the 
Council would be paralysed, if it were not for the assistance it 
obtained from the Stock Exchange. . . . It was by stopping the 
quotation of a new loan until the old, which was in default, had 
been arranged for that a leverage could be applied for the benefit 
of the bondholders.°* And in many cases the leverage was suc- 
cessful. The grievances, for example, of the bondholders, ex- 
cluded by “unjust pretexts’” from the conversion of the Santo 
Domingo Loan of 1869 in 1888, were successfully pressed by 
the Council, which consistently resisted any attempt to obtain a 
quotation on the London Market for Dominican Bonds until 
reparation had been made. In the course of 1897 the Dominican 
Government, represented by the Improvement Company, gave 
way, and agreed to admit the excluded Bonds on “‘fair and rea- 
sonable terms’.°* But the Committee of the Stock Exchange did 
not alawys accede to the request for a refusal of a quotation, 
even when the request was amply justified and substantiated. 
In the case of the Costa Rican Government Seven per Cent. Loan 
of 1872 the Stock Exchange granted Messrs. Knowles and Fos- 
ter, the agents, a quotation despite the vigorous and documented 
protests of the agents for the previous Costa Rican Loans of 1871, 
Messrs. Bischoffsheim and Goldschmidt, who claimed that the 
remittance on these loans were not being provided, and despite a 
very complete refutation by M. J. Cunningham of the ‘‘facts’’ con- 
tained in that “romantic document’, the prospectus of the 1872 
Loan.”* 
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The bondholders could depend, however, on the support of 
the financiers enrolled in their ranks. Mr. Stanley Boulter, at a 
meeting of the bondholders of the cities of Rosario, Cordoba and 
Santa Fé, July 9, 1895, told the enthusiastic bondholders that only 
the other day some friends of his and himself had been asked 
whether they would interest themselves in taking up £100,000 
of Argentine Treasury bills. He had replied that until the Gov- 
ernment showed a more honest spirit he would decline to lend 
them a single farthing.** At a later meeting of the Argentine 
Municipal bondholders, 27 July, 1903, Mr. Poole, speak- 
ing for the Industrial and General Trust, assured them that 
his company had decided to lend no assistance to any Argentine 
issue or security until the defaulting municipalities had come 
to a reasonable settlement.** Moreover, the Economist's Argen- 
tine correspondent reported in 1899 that the European bankers 
were putting pressure on the National Government to shoulder 
the provincial debts before touching a newly proposed Argentine 
loan, and that the Provincial Cedulas would be used as a 
“thumbscrew” in the near future, and forced on the National 
Government for settlement.’ Financial settlements could always 
be blocked in London, and Sir M. E. Grant Duff told the Cordoba 
and Santa Fé bondholders on 27 July, 1903, that: “That Govern- 
ment (the Federal Government of Argentina) could not expect 
their unification scheme to be carried into effect without the 
support of British capital, and it should be known in Argentina 
that it was useless to look for such assistance in the City of Lon- 
don until a remedy had been found for the monstrous conduct 
of two of their leading municipalities (Cheers) .’’** 

A favourite device of the bondholders was to link Latin 
American credit generally with the behaviour of one defaulting 
Republic, or National credit with a defaulting province or muni- 
cipality. The Ecuador bondholders, at a protest meeting in 1869, 
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proposed the circulation of a memorial to all the Latin American 
republics whose public bonds were quoted on the official list of 
the London Stock Exchange “to point out to them (that) the act 
of default committed by the Provisional President of Equator 
is calculated to damage the credit of all South and Central 
American States; and to urge them to use their influence with 
the people of Equator in favour of the maintenance of public 
faith.” ** On a somewhat more limited scaie was the letter of 
Sir John Lubbock, Chairman of the Council of Bondholders, and 
J. S. Ballin, Chairman of the Cedula Bondholders’ Committee, 
dated 20 March, 1892, and addressed to the Argentine Minister 
of Finance, in which they remarked that: “Investors in Europe do 
not generally make any distinction between the Argentine nation 
and the Argentine provinces, and holders of Buenos Ayres 
Cedulas ascribe their own losses in a great measure to the gen- 
eral breakdown of Argentine finances, caused, as they believe, 
by the infurious acts of the National and Provincial Governments 
alike; and such holders constitute an important body arrayed in 
all the principal European money centres in opposition to 
Argentine credit. . . .”*°° 

The ultimate remedy of the bondholders lay in the powerful 
intervention of their own, sympathetic, or allied Governments. 
Frequent attempts were made to gain security for a loan or ar- 
rangement by linking it with the names of Foreign Governments, 
or by writing into a contract the safeguard of guaranteed for- 
eign intervention. The Council of Foreign Bondholders, in the 
negotiations for the settlement of the Guatemalan External Debt 
in the last quarter of 1901, insisted that the Guatemalan Min- 
ister in London should accept a clause based on the formula 
used in the Chinese Imperial Railway 5% Loan of 1898, by which 
the arrangement should be notified to the Governments of the 
Countries interested as constituting a binding engagement on the 
Guatemalan Government, and a memorandum should be endorsed 
on the bonds that one or more of such Governments took note 
thereof. Of course, “taking note’ did not mean armed inter- 
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vention, but there was something of an implied guarantee. But 
it was not only the bondholders who were interested in such an 
implied guarantee. There were occasions when Latin Amer- 
ican Governments themselves found a guarantee useful. Sejfior 
Guzman Blanco made a proposal to the foreign creditors of 
Venezuela, the sixth Article of which ran as follows: 
‘The Government of Venezuela anxious that the Bonds of 
Venezuela should be re-quoted on the Exchange of Europe 
at a price which shall be the true Index of its Credit is 
disposed to celebrate with the Government of Her Britc 
Majesty a diplomatic Act by which all possible Guarantees 
shall be agreed on, both for the most punctual collection 
and application of the Funds which the Republic binds itself 
for the payment of the Interest and Sinking Fund of the 
National Debt.’ 1° 

In other words, the British Government was to be used as a 
peg on which to hang the credit of Venezuela. Salisbury, hardly 
surprisingly, refused to accept such a proposition on the grounds, 
as he told M. Rojas, that ““H.M.G. did not find it possible to enter 
into the arrangements suggested as it might involve them in re- 
sponsibilities which it would not be in accordance with the in- 
terests of this country to undertake.” ** 

A rather more explicit formula was employed by the New York 
House of Messrs. Speyer Bros. bankers (also of London), in their 
ad referendum agreement with the Costa Rican Government, May 
1905, for the settlement of the External Debt. The agreement 
provided that the holders of the Refunding Bonds and Messrs. 
Speyer and Co. should be entitled to apply to the United States 
of America for protection against any violation of, and for aid 
in the enforcement of, the Agreement and the Refunding Bonds. 
It also provided for the intervention of the President of the 
United States in the appointment of arbitrators, or reference of dis- 
putes to the Hague Tribunal.’ 
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Bondholders were on occasion able to bring in Allied inter- 
vention on a large scale to safeguard their rights. Britain, Spain 
and France actually signed a Convention, 31st of October, 1861, 
agreeing to enforce the bondholders’ rights against Mexico, 
though Britain came later to an independent arrangement. 
Britain, Germany, France, Belgium and Italy applied pressure 
and threats of armed intervention to Guatemala in 1901 on be- 
half of the holders of the £1,600,000 External Debt, and were 
successful in arriving at a Settlement. And there was the 
notorious incident of joint British, German and Italian inter- 
vention in Venezuela, December 1902, which had as one of its 
objects the Settlement of the bondholders grievances. Apart 
from these, there were any number of examples of minor pro- 
tests and blockades, reflected, for example, in Mr. Samuel G. 
Inman’s remarks (1921) on the U.S. assumption of a protectorate 
over both Santo Domingo and Haiti “in order to save them from 
a foreign foreclosure” . . . . ‘because it was claimed that these 
countries were likely to be seized by European countries for non- 
payment of debt.’** 


Indeed, the highest hopes of the British bondholders from 
Governments other than their own lay in action through the 
United States. As early as 1850 they were requesting the Foreign 
Office to pass on to the United States Government their wish 
that that Government should suspend the payments to be made 
to Mexico (as indemnity on account of the cession of Texas 
and California to the United States), in orde1 to bring pressure 
to bear on Mexico on their behalf. The Foreign Office refused 
to have anything to do with it.’ In the same year the Secretary 
of State, Mr. Clayton, on the request of the bondholders and 
H. M. Government, directed the U.S. citizens who might enter 
into a contract with the Government of Nicaragua, to provide 
first for the extinction of the claims of British subjects. The 
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bondholders continued to be given the assistance of the State 
Department in a mild form for the rest of the century, though 
the State Department attitude is symbolised by Mr. John Haig’s 
somewhat curt reply to a request for aid early in 1905, to the 
effect that ‘‘this Department could not take any action in aid of 
the Council of Foreign Bondholders, which not appearing to be a 
citizen of the United States, could not claim the assistance of the 
Government of the latter in the collection of Bonds against For- 
eign Governments.” **’ Yet the Council was congratulating it- 
self (1905) on the appreciation in the market values of Spanish 
American Securities over the period 1901-1905, which it ascribed 
largely to President Roosevelt's attitude to the responsibilities of 
Latin American Governments for the payment of debts; an attitude 
expressed most forcibly in the President's Message to the U.S. 
Senate, 16 February, 1905, on the subject of the proposed USS. 
intervention in Santo Domingo. The Council added sourly that 
“the attitude of the United States Government in connection with 
Panama, Santo Domingo and Guatemala .. . . cannot, however, 
be regarded as affording the English Bondholders much cause 
for congratulation.” *”° 


The bondholders found their richest source for diplomatic 
intervention, naturally enough, in the British Government, but 
the British Government remained traditionally reluctant to inter- 
vene by force of arms. H. Edward Nettles, commenting on the 
attitude of the British Government towards intervention for the 
bondholders, appears to assume, mistakenly, that it was based 
exclusively on Palmerston’s Circular of January 1848 (i.e. “that 
it is for the British Government entirely a question of discretion 
and by no means a question of international right, whether they 
should or should not make this matter the subject of diplomatic 
negotiation”).** Mr. Nettles refers to the endorsement of 
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Palmerston’s dictum by Russell, Salisbury, Balfour, ‘‘and other 
leading heads of the foreign office’, and affirms that “our final 
conclusion, from the attitude of both writers and statesmen, 
should be that the leading nations reserve the right to intervene 
with armed force in extreme cases, for the collection of public 
debts.’ But the opinions of Canning, Aberdeen and Bryce, span- 
ning the century, combine to give a very different impression. 
Canning, while Secretary of State for Foreign Affairs (1824), 
replying to the request of Robert Cairncross Esq., that H. M. 
Government should make a representation to the Govern- 
ment of Spain, remarked that he did not consider it “as any 
part of the duty of the Government to interfere in any way to 
procure the repayment of loans made by British Subjects to For- 
eign Powers, States, or Individuals’.*** Aberdeen, though not 
so consistent in practice, or so categorical in his denial, informed 
William Ewing, Esq. (representing the holders of South American 
and Mexican bonds) that “the grievances of which you com- 
plain arise out of speculations of a purely private nature, for the 
success of which His Majesty’s Government are in no way re- 
sponsible; and upon which they cannot, as matter of right, claim 
to exercise any authoritative interference with foreign States.’™ 
He added (1842) that “Her Majesty’s Government would not 
be justified in taking any measures to compel foreign Governments 
to pay interest on loans which have not been formally guaran- 
teed by Great Britain.” *** Mr. James Bryce, Parliamentary Sec- 
tary for Foreign Affairs (1886) and President of the Board of 
Trade (1894-5), writing to Dr. Manuel A. Montes de Oca, June 
15, 1903, remarked that he agreed with Dr. Drago that civil 
debts owed by a State to the private citizens of another State 
should not be taken as the basis for military and naval operations 
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1823-1847, P.P., 1847, LXIX, 523. 
115 No. 21, ibid., 469. 
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against a State. A State may properly make observations 
or friendly remonstrances to another State in defense of civil 
debts or other claims of its citizens, and can try to come to an 
arrangement of its claims by diplomatic means. But there is 
a big and dangerous difference between this and compulsory action 
-. . . Britain’s normal, if not absolutely invariable practice has 
been to take coercive military or naval measures, or threaten 
them, in defence of her citizens, only when these were wronged 
by the seizure of their property or by personal injuries."** Even 
Palmerston, with some inconsistency, had informed Sir J. T. Lee 
on September 27, 1839, that “Her Majesty's Government cannot 
exercise any interference with Foreign Governments on the subject 
of loans voluntarily made by British subjects to Foreign 
Powers’’.**? 

The fact was that the British Government never held a con- 
sistent policy towards bondholders. But it remained throughout 
the nineteenth century extremely reluctant to employ force on 
their behalf, though it was quite prepared to enter into friendly 
negotiations with foreign Governments, or even to address stern, 
threatening Notes. British legations and consulates acted on oc- 
casions almost as agencies for bondholder irterests, and British 
diplomats were constantly engaged in forwarding the bondholders’ 
representations to the various governments, transmitting the gov- 
ernments’ answers to the bondholders, arranging for equitable 
divisions of debts, taking charge of the sale of produce consigned 
to the payment of various debts, and forwarding interest pay- 
ments. Yet on only one occasion could the British Government 
justly be accused of undertaking armed intervention on behalf 
of the bondholders, and that was in Venezuela, 1902-3. Even 
here a strict line was drawn between the bondholders’ claims 
and the rest, the Foreign Office papers of the time indicating 
that this attitude was consistent throughout. Mr. F. H. Villiers, 
writing to the Council of Foreign Bondholders from the Foreign 
Office, March 13, 1903, temarked that: 


16 Luis M. Drago, La Republica Argentina y el Caso de Venezuela 
(Buenos Aires, 1903), pp. 140-141. 

117 No, 34, Correspondence relating to loans made by British subjects, 
P.P., 1847, LXIX, 475. 
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“I am also to call your attention to the language used by 
Lord Landsdowne in the House of Lords on Monday, the 2nd 
instant, which was very explicit with regard to the intentions 
of His Majesty’s Government. ‘We have’, his Lordship said, 
‘throughout placed these bondholders’ claims in a wholly dif- 
ferent category from the shipping claims and the second class 
claims. It seemed to us desirable that if there was a settlement 
with the Venezuelan Government, that settlement should be of a 
general and comprehensive character; and we thought that it 
ought, if possible, to include some kind of arrangement with 
the bondholders. But our proposals with regard to the bond- 
holders never went further than this. We proposed that if there 
was an arbitration the bondholders’ claim should go to arbitra- 
tion, and if, on the contrary, there was to be a direct settle- 
ment at Washington, that the Venezuelan Government should 
give us an undertaking that they would make a fresh arrange- 
ment with the bondholders.’ 


“It seems to Lord Landsdowne that His Majesty’s Government 
having obtained by a special Article in the Protocol an engage- 
ment from the Venezuelan Government that they will satisfy 
the claims of the bondholders, the latter should now take such 
steps as may seem to them proper for rendering this under- 
taking effective.” 118 


An estimate of the extent of the injury received or of the total 
effectiveness of the remedy has not been attempted here. But 
the complaints of the bondholders, the counter-complaints of the 
Republics, and the remedies available for the deluded investors 
should at least become a little clearer. Some idea of the magni 
tude of the problem, even as late as 1903, can be gathered 
from a speech given by Sir Charles Fremantle in which he esti- 
mated that the amount of the debts of Spanish American Re- 
publics, known on the London Stock Exchange, was some 
£200,000,000, of which at that time between £50,000,000 and 
£60,000,000 were still in default.*° Yet by 1905 the worst was 
over. A renewed boom in speculation and investment in Latin 
American securities was under way, and between 1901 and 1905 


118 Copy forwarded to Mr. Bax Ironside in Foreign Office despatch 
No. 17, P.R.O., F.O. 199/169. 
119 The Economist, June 20, 1903, 1097. 
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Colombian bonds rose 215%; Costa Rican, 223%; Guatemalan, 
200%; Honduran, 160%; Nicaraguan, 37% Paraguayan, 120%; 
Uruguayan, 45% and Venezuelan, 97%.'* By the end of 1905 
hopeful negotiations were proceeding for the settlement of the 
Costa Rican Debt and Buenos Ayres Cedulas, and only Honduras 
and Guatemala remained obstinately in default. 


120 32nd Annual Report of the Council of Foreign Bondholders, 11. 








Puerto Rico as a Foreign Trade 
and Investment Center 
By Lawrence H. Berlin* 


It is well known that to date by far the greater part of Puerto 
Rico’s industrial development has been based upon production 
for the United States market. This is inevitable, as the United 
States market is both large and accessible, without complications 
of tariff barriers or exchange problems. It is also supplied by 
adequate if relatively costly ocean shipping connections as a 
result of Puerto Rico's traditional reliance on the United States 
as a supplier of consumer goods and purchaser of its sugar pro- 
duction. Nevertheless, it always comes as a surprise to new- 
comers to Puerto Rico to learn that thus far the Commonwealth 
has been unable to exploit its geographical position at the cross- 
roads of the Western Hemisphere. 

So far as manufacturing for the Latin American market is 
concerned, this has rarely been attempted because of Latin 
American protectionism and the absence of satisfactory shipping 
services except in the area of the Caribbean. Unexploited op- 
portunities of this type nevertheless probably exist and may in- 
crease in the future. At the same time any activity that can 
help build demand for shipping service to the point where new 
routes or more frequent voyages can be justified deserves encour- 
agement. The forthcoming Free Trade Zone in Mayaguez is a 
step in this direction. So might be subsidies for ocean and even 
air freight until such time as traffic in a particular route is self 
sustaining. 

In the meantime, immediate advantage may accrue from mak- 
ing Puerto Rico a financial and administrative center for inter- 


*Executive Assistant to the Administrator, Economic Development 
Administration of Puerto Rico. 
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national trade and investment, quite apart from product move- 
ments. 

A combination of factors is increasing the stake of American 
business in foreign areas. Between 1953 and 1957 United States 
nonmilitary exports of merchandise rose by 59 percent. There 
was a decline in 1958, but in 1960 the upward trend has resumed. 
Whether this growth can be maintained remains to be seen, the 
European Common Market constituting an as yet untested factor. 
However, as Professor Robert Triffin has pointed out with regard 
to the experience of the OEEC countries from 1950 to 1956, 

. the liberalization of intra-European trade and payments, 

while admittedly discriminatory at the outset, was instrumental 

in reintroducing competitive forces over a vast trading area. 

The consequent improvement of Europe's competitive position 

has been followed by a gradual extension to nonmembers of the 

liberalization measures initially accepted only on a reciprocal 

basis among the participating countries themselves.* 
The same may be true of the further liberalization of trade within 
Europe and possibly with Latin America. Furthermore, in recent 
months both the Federal Government and private business have 
been intensifying their export promotion efforts, the United States 
because of its concern over the increase in foreign dollar balances 
in the past few years and private business because of heightened 
competition from foreign producers. 

There has also been a steady trend since the end of World War 
II toward a rapid increase in United States direct private foreign 
investments. From a total of $8.369 billion in 1945, such in- 
vestments rose by 300 percent to reach $25.252 billion in 1957. 
In the past two years this flow has gained added stimulus from 
the rush of United States firms to locate productive capacity 
within the preferential area of the European Common Market. 

Accompanying these trends has been the increasing use by 
United States firms since 1953 of the international sales and in- 
vestment subsidiary, incorporated outside the Federal tax zone, 
as a device for deferring Federal taxes on income properly deemed 


1 United States House of Representatives, Foreign Trade Policy, Com- 
pendium of Papers on United States Foreign Trade Policy Collected by 
the Staff for the Subcommittee on Foreign Trade Policy of the Committee 
on Ways and Means, 1957. 
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to be derived from foreign sources. This is possible because 
Federal law, quite logically, does not tax a fore/gn corporation 
on income earned outside the Federal tax area. The subsidiary 
must, of course, be incorporated in a jurisdiction which charges 
its domestic corporations little or no tax on earnings derived 
from outside its borders. It can then be used to accumulate for- 
eign earnings free, or almost free, of tax, so that the maximum 
will be available for reinvestment abroad. 

Once established, the international subsidiary will perform any 
combination of several types of business operations. (1) It may 
purchase goods from related manufacturing plants in the United 
States or elsewhere and sell them to franchised sales agents in 
foreign countries. Or it may sell on commission. Such goods 
may be shipped directly from the factory to the sales agent who 
buys them, or they may be warehoused at an intermediate point. 
Proper practice will require that the international subsidiary pay 
a fair price for the goods it buys, or charges a reasonable sales 
commission, so that the proper amount of profit will be earned, 
and thus taxed, within the tax jurisdiction where the manufac- 
turing plant is located. In theory, the profit from manufacturing 
is split into two segments, one of them attributable to fabrica- 
tion and the other to distribution. Tax is paid on the first seg- 
ment in the place where the product was made. The second 
segment accumulates in the international subsidiary. 

(2) In addition to selling goods, the base company may sell 
services to its foreign representatives such as engineering or mar- 
keting assistance. (3) It may license the use of patents or trade- 
marks. (4) In all probability, at least if it derives from an 
American parent corporation, it will serve as a holding company 
for foreign investments within its area of operations, includ- 
ing investments in overseas manufacturing facilities of its cor- 
porate family. The reason for centering the holding of foreign 
investments in the international subsidiary is that it facilitates the 
movement of investment income from country to country so that 
it can be’ reinvested under optimum circumstances. For when 
such investments are held directly by the parent company in the 
United States, the Federal Internal Revenue Service interprets 
any transfer of earnings, from the foreign country where derived 
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to another country for reinvestment, as a profit remittance passing 
through the parent company and hence subject to United States 
tax.* 

There are today over 40 countries where international sales 
and investment subsidiaries can be incorporated without becom- 
ing subject to more than a nominal local tax on income from 
third countries. Once having made the decision to tax lightly or 
not at all the income derived by their domestic corporations from 
outside their borders, such countries have the problem of defining 
precisely what will be considered foreign-source income. While 
investment income is generally clear as to source, a question 
arises in the case of sales of goods when some of the operations 
incident to the sale are carried out locally, such as receiving 
orders from sales agents, placing orders with factories, billing, 
accepting payment, remitting to manufacturers, accounting, etc. 
In some countries foreign-source income from sales is conditioned 
on the goods not entering the local jurisdiction. n others it de- 
pends upon file to the goods being transferred in an external 
location. Another possibility would be to define off-shore income 
as income from the sale of goods for use or consumption in a 
foreign country. 


A variety of reasons can be found for a country’s adopting 
such a policy. There may be little taxable economic activity go- 
ing on within its borders that draws its recompense from foreign 
sources—for example, little manufacturing for export. Thus the 
absence of a tax on foreign-source income will represent no sac- 
rifice, and it may, on the other hand, produce some benefits in 
the form of charter taxes and legal fees. It may also stimulate 
exports. If the international companies develop with substance, 
so much the better for the local economy. Or, a country may 
see in international subsidiaries an important source of deposits 
for its commercial banks. Another possibility is that a country 
may be so favored as to its tax base in relation to its revenue 
needs as to be able simply to forego taxes on off-shore earnings 
and hope for collateral benefits. 


* The base company may also be a transportation or communications 
company, insurance company, or bank. 
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Puerto Rico has found it possible to induce international subsi- 
diaries—incorporated in one of the aforementioned foreign juris- 
dictions—to locate their principal offices in the Commonwealth. 
Such offices are not subject to Puerto Rican taxes on their income 
from foreign sources, since the Commonweath—like the Federal 
Government—only taxes foreign corporations on income earned 
locally. Accordingly, the Secretary of the Treasury has issued 
tax rulings to foreign-incorporated subsidiaries of United States 
corporations confirming such tax treatment and, in the case of 
sales abroad, permitting diverse operations to be carried out 
in the island, so long as customers take title to goods outside 
Puerto Rico. 

The Commonwealth’s chief interest in attracting base company 
operations lies in the financial strains incident to raising the 
living standards of an economy whose per capita net income 
stood at $121 a year in 1939-40. The well-known success of 
Puerto Rico’s ‘‘Operation Bootstrap” had lifted the figure to $565 
by 1959-60 and had brought Puerto Rico international attention 
as a model for economic development efforts. It had also made 
the Commonwealth a prime exhibit of the United States in the 
competition between democratic capitalism and Russian com- 
munism for the confidence of hundreds of millions of the world’s 
underprivileged people who aspire to better lives. 

Yet much remains to be done. Thirteen percent of the labor 
force is still unemployed. An annual per capita income of $565 
is but one-fourth that of the United States, so that Puerto Rico 
has far to go to meet its 1975 goal of achieving a standard of liv- 
ing equal to that which the United States enjoyed in 1950. One 
thing Puerto Rico badly needs is bank deposits, whose insufh- 
ciency is undoubtedly holding back the economy from its full 
growth potential by restricting commercial bank lending. Higher 
interest rates, higher collateral requirements, and a slightly lower 
loss record on loans relative to mainland banks all indicate that 
credit needs are being met less fully in Puerto Rico than in the 
United States. Yet Puerto Rico’s banks have done their utmost, 
with the ratio of loans to private deposits standing at 75% at 
the beginning of 1959, in comparison with a ratio of only 53% 
for mainland Federal Reserve member banks.* It seems clear 
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that in the absence of additional resources, the Puerto Rican 
banking system cannot adequately satisfy the credit needs of the 
economy. Puerto Rico hopes that international sales and in- 
vestment offices will bring bank deposits from abroad. 


Puerto Rico sees itself uniquely endowed as a location for such 
business activity. It is within the United States legal and mone- 
tary areas, but it is outside the Federal tax jurisdiction. It thus 
has all the tax advantages of a foreign country but presents none 
of the collateral risks such as political instability, exchange con- 
trols, devaluation, and expropriation. It is geographically situ- 
ated between the United States and South America, which makes 
for convenience of communications and travel to a major foreign 
market. It is favored by healthful and attractive conditions for 
living and working. And it offers a large and growing local 
market of 2,346,000 persons which can be served by the same 
organization serving foreign markets. 


These factors make it likely that international subsidiaries es- 
tablished in Puerto Rico will be given ‘‘substance,” and this in 
turn means employment and local outlays of money on both the 
personal and corporate levels. Finally, the presence in Puerto 
Rico of the international subsidiaries of many large United 
States corporations may increase the chances of such corporations’ 
investing in manufacturing facilities in the island, as their execu- 
tives become familiar with Puerto Rico’s industrial climate. In 
some cases the international company may reinvest part of its 
accumulated profits in Puerto Rican production for export. In 
others investment may result because executives of the parent 
company become conscious of Puerto Rico through the existence 
of the international subsidiary. Such developments, if they occur, 
will be important, because today the 500 largest United States 
corporations (the companies most likely to have international 
subsidiaries) account for only 25% of the investment in Puerto 
Rico’s new tax-exempt plants, whereas on the mainland they ac- 
count for half the annual industrial investment. And, of course, 
as Puerto Rico’s economy develops and as wages rise, the larger 


3 John S. deBeers, A Study of Puerto Rico’s Banking System, Finance 
Council of Puerto Rico. San Juan: 1960. 
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companies, which tend to be more capital-intensive, become more 
necessary. 

Looking beyond its present program for attracting foreign- 
incorporated international business subsidiaries, the Economic De- 
velopment Administration of Puerto Rico has recommended the 
enactment of legislation to permit the incorporation of such sub- 
sidiaries under Puerto Rican law. In exchange for the privilege 
of local incorporation, a 5% tax on net foreign-source income 
has been proposed. From the standpoint of the United States 
company, such a Puerto Rican subsidiary would offer the advan- 
tage of a better credit standing with American banks, in financing 
overseas investment projects, than a subsidiary incorporated in a 
foreign country. In addition, the Puerto Rican subsidiary would 
be eligible for the United States foreign-investment and export- 
credit guarantees offered by the International Cooperation Ad- 
ministration and Export-Import Bank. From Puerto Rico's 
standpoint, the prospect is attractive because of the tax that 
would be collected on foreign-source income. Since the corpora- 
tions that would be most likely to incorporate in Puerto Rico 
derive substantial income from Latin America and other foreign 
markets, the potential revenue could be an important addition to 
the capacity of the Puerto Rican government to undertake urgent 
developmental products. 

There is evidence that some American companies which have 
expressed interest in the incorporation feature, and willingness 
to be taxed, would not place their international administrative 
offices in Puerto Rico wn/ess they could incorporate there. They 
believe that, as the United States Treasury perfects its formula for 
reviewing the relationships between parent companies and inter- 
national subsidiaries, that company whose subsidiary is incorpo- 
rated in a jurisdiction (a) where a tax is paid, and (b) where 
business operations are physically performed, will stand little 
risk of having the corporate identity of the subsidiary disregarded 
by Federal tax authoritiess. 

The Puerto Rico-chartered “Domestic Company for Interna- 
tional Business” would, as proposed by the Economic Develop- 
ment Administration, be a Puerto Rican corporation which, of its 
gross income from sales of goods and services, derived over 80%, 











52 INTER-AMERICAN ECONOMIC AFFAIRS 


from foreign sources. Other types of income could be from 
either Puerto Rican or foreign sources in any proportion, except 
in the case of banks and insurance companies, which would have 
to derive over 80% of all their income from abroad. On income 
from foreign sources, the DCIB would enjoy a special income tax 
rate of 5%. If from services, they would have to be physically 
performed abroad. On income from Puerto Rican sources, the 
DCIB would pay the normal income tax rates. 


The 80 percent requirement was deemed necessary to force 
existing Puerto Rican manufacturing companies to set up separate 
corporate entities if they wished to take advantage of the special 
5 percent income tax rate on foreign earnings. Goods for for- 
eign sale would have to be acquired at a price of record by an 
international subsidiary (DCIB) meeting the 80 percent require. 
ment, and this in turn would constitute a barrier to the improper 
shifting of income from domestic to foreign sources. However, 
investment income would be excluded from the 80 percent re- 
quirement so as not to interfere with the reinvestment of profits 
within Puerto Rico. Otherwise such reinvestment in Puerto Rico 
would jeopardize the DCIB status of the subsidiary and its eligi- 
bility for the 5 percent tax on foreign income, since its effect 
would be to increase the proportion of income derived from 
Puerto Rican sources. Reinvestment in Puerto Rico, it should 
be emphasized, is one of the chief purposes of the program. 

Thus far many reasons have been adduced for the adoption by 
Puerto Rico of the policies herein described and for the use of 
Puerto Rico by corporations as a base for foreign operations. It 
is also necessary to consider other aspects of the subject, in- 
cluding the possible attitude of Federal officials toward the poli- 
cies and potential additional effects on the Puerto Rican economy. 
In the former category, we shall discuss tax regulation and en- 
forcement by the Federal Internal Revenue Service. 

Testimony by Federal Treasury officials before the Ways and 
Means Committee of Congress indicates recognition that foreign 
incorporation of subsidiaries of United States firms is often 
necessary if American companies are to compete with tax equality 
in foreign markets with foreign firms. The Treasury upholds 
three regulatory principles: First, a foreign subsidiary must have 
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substance in the form of physical facilities and staff outside the 
Federal tax zone. Second, goods made in the United States must 
be sold to the foreign subsidiary at a price that leaves a fair 
profit in the hands of the taxable United States manufacturer. 
Third, the accumulated earnings of the foreign subsidiary must 
not be placed at the disposal of the parent company without 
payment of United States tax. Clearly, neither the establishment 
in Puerto Rico of branch offices of foreign-incorporated base 
companies, nor the creation of Puerto Rican base companies under 
the proposed legislation, could create any new type of regula- 
tory problem for the Federal Treasury. The enforcement pro- 
cedures available to the Federal Treasury are the same wherever 
the base company is located: either to disregard the corporate 
identity of the base company and tax the parent company on the 
base company’s earnings, or to adjust for tax purposes the prices 
at which goods are deemed to have passed between the two cor- 
porate entities (or the sales commissions). Indeed, such en- 
forcement action may well be easier if the base company is 
located in Puerto Rico than if it is located in a foreign country. 


From the Federal Treasury's standpoint, Puerto Rico becomes 
merely a new location to be added to the list of over 40 countries 
where base company operations are carried on by the thousands 
today. In virtually all promotion cases of the Economic De- 
velopment Administration the base company already is chartered 
in a foreign country, or the decision has been made by the United 
States firm to create one; the only question is whether the Com- 
monwealth should be considered as the site for its operations 
rather than a foreign country. There might be a few marginal 
cases in which the possibility of incorporating a base company 
in Puerto Rico, if the proposed legislation is enacted, would spell 
the differences between a firm’s creating a base company and 
not creating one, but certainly very few. In general, it is hard 
to see how the Federal Treasury's regulatory problem, or its 
tax collections, could be much affected by Puerto Rico’s program. 


* United States House of Representatives, Hearings on H. R. 5, July 
7, 8, and 9, 1959. Testimony of David A. Lindsay, Assistant to the 
Secretary of the Treasury. 
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The same is true of the effects on net United States foreign 
investment and the United States balance of payments. 

It has been asked whether the enactment of the proposed legis- 
lation by Puerto Rico, by creating a preferential tax rate for the 
foreign-source income of special Puerto Rican corporations, might 
divert Puerto Rican capital toward investment abroad, with con- 
sequent loss to the local economy. Let it be noted that the ques- 
tion overlooks the fact that there are foreign taxes on foreign 
investments, as well as Puerto Rican taxes, so that the incentive 
to foreign investment of Puerto Rican capital that would be 
created is more apparent than real. Since foreign taxes can 
today be credited against Puerto Rican taxes, it is questionable 
how much Puerto Rican tax is now being paid on such invest- 
ments. Even in cases where the foreign tax rate is low and 
the Puerto Rican tax, after credit, would be significant, it is 
possible today for a Puerto Rican investor to operate abroad by 
means of a foreign corporation, thus avoiding any immediate 
tax liability to Puerto Rico. Under such a situation, Puerto Rican 
tax becomes due when profits are remitted back to the Puerto 
Rican owner by the foreign corporation. Similarly, any new 
legislation should contain a provision whereby, if a DCIB re- 
mitted profits to a Puerto Rican owner, normal Puerto Rican 
income taxes would apply on the remittance.” It should also 
be prohibited, by law or regulation, for a Puerto Rican corpora- 
tion to transfer ownership of a directly-held foreign investment 
to a DCIB, or to lend a DCIB accumulated profits for investment 
abroad. 

On the other hand, a minor amount of capital “leakage” might 
occur, were the legislation enacted, with respect to foreign ex- 
ports of Puerto Rican products.° Today—if such exports are 
a small part of the gross income of a Puerto Rican corporation— 
it is probably not worthwhile to go to the trouble of creating a 
foreign base company outside Puerto Rico in order to defer local 
tax on the profits from foreign distribution. However, if the 


° This means denial of the dividends-received credit on intercorporate 
dividends and possibly also denial of capital gains treatment upon liquida- 
tion of a DCIB by a Puerto Rican owner. Thanks are due to Harry 
Rudick. 

6 That is, exports to destinations other than the United States. 
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DCIB law were enacted, the relative ease with which a DCIB 
could be created might induce additional Puerto Rican com- 
panies to adopt the tax deferral technique for foreign sales. 
The DCIB thus might stimulate foreign investment of export 
earnings. On the other hand, Puerto Rican shipments to foreign 
countries are today not large. The DCIB would be an incentive 
to increase them. 


There remains the further consideration that United States 
law might be amended in such a way as to eliminate the need for 
United States firms to leave the Federal tax area in order to defer 
Federal tax on foreign earnings. This would have been the 
case if the original Boggs Bill had been enacted, permitting 
the creation of Foreign Business Corporations under Federal 
law that would have been free of tax on foreign-source income 


Opposition to the Boggs Bill developed from two sources: the 
Federal Treasury and organized labor, both of which saw it as 
a device for placing tax deferral within the means of countless 
small United States firms which export a lot in the aggregate 
but not enough individually to justify the creation of foreiga 
base companies under presently existing legal conditions. The 
Treasury feared a temporary loss of revenue, organized labor a 
loss of future jobs as a result of foreign instead of domestic 
investment of export earnings. When the Boggs Bill was passed 
by the House of Representatives, it was in a form limiting tax 
deferral to income from underdeveloped areas. Had the Boggs 
Bill been finally enacted in this form, it is clear that large United 
States corporations would have continued to operate abroad just 
as before, by means of foreign base companies. Puerto Rico’s 
field for promotion of foreign base company branch offices—and 
DCIB’s, assuming passage of the recommended Puerto Rican 
legislation — would have been unimpaired. Even should the 
Boggs Bill eventually be passed in its original version, anything 
that Puerto Rico does in the meantime to attract the inter- 
national operations of United States corporations, instead of see- 
ing them go to foreign countries, will be all to its good. For it is 
unlikely that going activities would be dismantled, even though 
corporate legal structures might be altered to take advantage of 
a new situation. 
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This, then, is what Puerto Rico hopes to gain from becoming 
an administrative center for international sales and investment: 
an inflow of remittances from foreign countries, reflecting the 
sale of goods and services and the return on investments; and 
an outflow of remittances reflecting the purchase of goods and 
services from non-Puerto Rican supplies, the making of invest- 
ments outside Puerto Rico, and the remittance of profits to parent 
companies. The balance remaining will constitute the gains 
of the Puerto Rican economy: funds deposited with banks in 
Puerto Rico and available to the banks for lending; the amounts 
spent by the international companies in purchasing goods from 
local suppliers for export; amounts spent locally on rent, supplies 
and services, salaries, and taxes; and the amount placed in long- 
term investment in Puerto Rico. 

These benefiits will follow from a net inflow of money from 
abroad and will represent primary income. If the aggregate 
volume of business of the international companies is large; if 
they bank the lion’s share of their cash balances in Puerto Rico 
rather than elsewhere; if they make heavy local purchases and 
have substance in the form of facilities and employees; and if 
they make large investments in Puerto Rico or induce their 
parent companies to do so, the gains will be great indeed. But 
it is, after all, a gamble. It is not a very expensive gamble, 
however, because little or no government investment is required, 
and because the commercial banks will bear a large part of the 
promotion burden due to the deposit potential they see. 

The program is also a challenge. There will inevitably be a 
tendency for the banking business of the international subsidi- 
aries to flow to the Puerto Rican branches of the large external 
banks with world-wide connections, whereas it is the locally 
owned banks that need deposits in order to increase their lending 
activity. The external banks, by contrast, can bring head-office 
funds into Puerto Rico and hence are not dependent on local 
deposits for their local lending, although they may as a matter 
of policy keep their deposits and loans in balance. In this con- 
nection, it is a hopeful sign that interest is being shown by the 
locally owned banks in developing promotional campaigns and 
in ascertaining those areas in which it is within their power to 
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add new services that will increase their competitive ability. 
Similarly, it is to be foreseen that, given a substantial inflow of 
base companies to Puerto Rico, there would be a sharp rise in 
the local demand for trained personnel. Here the University 
of Puerto Rico might find it possible to make an important con- 
tribution by setting up a program to prepare students in foreign 
trade and finance. Even a shortage of secretaries and accounting 
clerks could prove an obstacle, and hence it might prove neces- 
sary to accelerate such training or even to attract back to Puerto 
Rico migrants who have acquired skills on the mainland. 
Finally, this program complements others of the Economic 
Development Administration and the Puerto Rico Industrial De- 
velopment Company (PRIDCO). The Foreign Trade Zone in 
Mayaguez will soon be open for business and may prove to be a 
convenient location for certain international subsidiaries to ware- 
house products from foreign countries pending their resale. Or, 
the international company may find it possible in some instances 
to capitalize productive facilities in the Foreign Trade Zone, such 
facilities to be used for manufacturing or assembling products 
that consume imported raw materials or components. Similarly, 
the concept of a Caribbean Trade Mart has received new impetus. 
Originally conceived as an export-import merchandising center 
designed to attract a flow of business visitors to Puerto Rico, the 
Mart could now be erected as a headquarters for international 
companies, with office space and service facilities and flexible 
provision for the creation of display space as needed. Such a 
Caribbean Trade Mart would help to attract international com- 
panies, and the presence of the international companies in turn 
would help to make the Mart a success as a merchandising center. 
The Foreign Trade Zone in Mayaguez will be a 35-acre tract, 
fenced in, with access under the control of United States Customs. 
It is being established under Federal law and will permit the entry 
and reexport of foreign goods free of both customs duties and 
import quotas. It will be provided by PRIDCO with a ware- 
house and buildings suitable for manufacturing, assembling, 
packaging, sorting, etc. Duties will be paid only if goods leave 
the Zone to enter the Federal customs area which, of course 
ncludes Puerto Rico; and they will be paid only on the actual 
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imported materials incorporated in the final products. This means 
that raw materials or component parts consumed within the Zone 
by shrinkage, spoilage, or damage, will not be dutiable. Also, 
the rate of duty on the final product will frequently be lower 
than on the raw materials or components. 


The gamut of incentives provided under Puerto Rico’s Oper- 
ation Bootstrap will apply within the Zone. It is primarily 
planned for the manufacturer who wants to take advantage of 
Puerto Rico’s industrial incentives and whose product is special 
in that it consumes foreign raw material or components. In 
such a case, the additional cost savings provided by the Zone 
will improve Puerto Rico’s position as a possible location for 
manufacturing or processing the particular product, in compari: 
son with other mainland or foreign locations. Goods processed 
or warehoused in the Zone will be salable in any market, al- 
though, as noted above, they will be subject to U. S. duty on 
foreign components if shipped to Puerto Rican or mainland 
destinations. It should be noted, incidentally, that an inter- 
national sales and investment subsidiary using the Zone will 
enjoy its special tax treatment only on the profits from distribu- 
tion to foreign countries. Sales in Puerto Rico or the United 
States are always fully taxable by Puerto Rico, and any manufac- 
turing done in the Zone will also be fully taxable by Puerto 
Rico, except insofar as the product is eligible for tax exemption 
under the industrial incentive legislation of the Commonwealth. 

Insofar as these new international programs of Puerto Rico 
increase the demand for more shipping services between the 
island and foreign ports, it can be hoped that the time will be 
hastened when new routes and additional voyages can be economi- 
cally justified. Such improved service will, of course, further 
accelerate Puerto Rico’s growth as a center for export production. 


The San Jose Conference of 


American Foreign Ministers 


By J. Fred Rippy and Alfred Tischendorf™ 


With the aid and encouragement of Red China, Soviet Russia, 
and the Soviet satellites Cuba’s Fidel Castro and his Latin- 
American associates have planned to incite a totalitarian revolu- 
tion throughout the Western Hemisphere.’ After fomenting 
revolts in the small Caribbean republics for more than a year, 
Castro has now broadcast this ambitious exhortation: “Let us 
make Cuba the example. Let us make the Andes the Sierra 
Maestra of the Americas.” Although the word “Andes” might 
be interpreted as restricting his operations to Latin America, his 
use of the term “Americas” could disclose an aspiration to em- 
brace the entire hemisphere. Military violence, suppression of 
individual freedoms, confiscation of the private property of na- 
tionals and foreigners alike, despotic control of all means of 
production and all media of information—these, under the cruel 
pretext of justice for the masses, are the major ingredients of 
Fidel’s revolutionary program.’ And both by word and action 
the Sino-Soviet bloc has already begun to give the program its 
enthusiastic support. 


Our government, held in restraint by the sympathies of our 
citizens for the Cuban people and by pledges of non-intervention 
exacted from us by our Latin neighbors during recent decades, 


*Professor Emeritus of History, University of Chicago. 

** Assistant Professor of History, Duke University. 

1 For comments on Cuban activity in various areas see Hispanic Amer- 
ican Report, XIII (September, 1960), pp. 438, 440, 443, 445, 473, 
477, 479. 

2 For a more favorable appraisal of the movement see Huberman, Leo, 
and Sweezy, Paul M., Cuba, Anatomy of a Revolution (New York, 1960). 
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has been slow to act. Perhaps it has been slow in grasping the 
magnitude of the danger to the tranquility and general welfare 
of the hemisphere. This has certainly been true of many Latin 
Americans; perhaps the majority of them have been deceived by 
Castro and his scheming coterie. Appropriate action by our 
government was delayed also by the struggle between our farm 
bloc and our President over the control of sugar quotas. 


As early as March 1960 President Eisenhower asked Congress 
for executive discretion to reduce the large sugar allotment ear- 
marked for Cuba by the law specifying quota assignments for 
domestic and foreign producers. But the Senate and House 
Committees on Agriculture, pressured by the farm bloc and the 
sugar lobbyists and reluctant to permit control over sugar pro- 
duction and quotas to pass from their hands and be used as a 
weapon in power politics, delayed response to the executive's 
request until the early morning of July 3. 

Having obtained the desired discretionary authority at last, 
President Eisenhower promptly reduced the Cuban sugar quota 
to the extent of 700,000 short tons. But still, in dealing with the 
Bolshevik menace next door, he had to cope with the problem 
of securing the collaboration of our sensitive and suspicious Latin 
neighbors, and, aware of their attitude, the Eisenhower adminis- 
tration felt that it would be imprudent to apply further pressure 
to Cuba without the formal consent and the cooperation of the 
Latin-American republics. 


The task of obtaining the agreement and help of the govern- 
ments of the neighboring countries in applying sanctions to Castro 
and the group surrounding and directing him in Cuba was made 
more difficult by the failure—or alleged failure—of the United 
States government to grant Latin-America a sufficient—or at any 
rate, a satisfactory—share of economic and technical aid during 
the period since World War II. Assuming that Latin America’s 
resentment arising from a “feeling of neglect’’ must be dealt 
with at once, the President issued the following statement on 
July 11, a few days after he announced the reduction of Cuba’s 
sugar quota: 


In the Americas, as elsewhere, change is the law of life, and 
the interest of the people will be better served if that change is 
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effected constructively and peacefully, not violently. Clearly, 
the aspirations and needs of the people of the Americas for 
free institutions and a better way of life must be met. Our 
desire is to help the American nations to meet their own re- 
sponsibilities—to help them develop their institutional and 
human resources, to strengthen the framework of freedom, to 
protect individual dignity, and to gain a better life for those who 
are underprivileged, underemployed, and undereducated.* 


This announcement was probably intended to win the support 
of Latin-American representatives in the United Nations, where 
the Cubans, with assurance of the support of the agents of Soviet 
Russia and its satellites, were on the point of introducing a reso- 
lution condemning the United States Government for ‘‘imperi- 
alist aggression.” Influenced or not by this promise of special 
economic assistance, the Latin-American delegation in the UN 
voted against this resolution and helped with the adoption of 
another which transferred the Cuban issue to the Organization 
of the American States, whose foreign ministers forthwith sched- 
uled a meeting at San José, Costa Rica. Certain Latin-American 
observers noted that Peru’s request for the emergency meeting 
of the American foreign ministers coincided somewhat suspici- 
ously with a $53.2 million loan from the United States and an 
increase in the Peruvian sugar import quota, but President Eisen- 
hower said that this was simply part of his program for co- 
operation with friendly Latin-American nations. 


During the preceding months another specific issue had 
arisen. Rafael Trujillo, the thirty-year dictator of the Dominican 
Republic, had been charged with attempts at violent intervention 
in the domestic affairs of neighboring countries, including an 
effort to assassinate the chief executive of Venezuela. Although 
Trujillo had built a reputation of fervent opposition to Com- 
munism and as a dependable collaborator in hemispheric defense 
against aggression from the outside, and although the Dominican 
Republic had made notable advances in education, sanitation, and 
economic development during his long domination, he was no 
doubt guilty of brutality and repression, and he was ardently 
hated by several Latin-American governments, so that it now be- 


* Congressional Record, August 8, 1960, Appendix, p. A6026. 
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came evident to the Eisenhower administration that Trujillo as 
well as Castro would have to be accorded serious consideration 
at San José.* In short, if Don Fidel was to be condemned and 
subjected to sanctions by governments of the Americas, it might 
be necessary to punish Don Rafael in like manner; and it was 
in anticipation of this possibility that the Eisenhower adminis- 
tration had begun to embargo further purchase of sugar from 
the Dominican Republic. If necessary, the President’s agents 
at San José would strike a bargain with the Trujillo-haters in 
order to secure the agreement for drastic measures against Castro. 

In the course of the “‘bob-tail” summer session of our Congress 
President Eisenhower sent two messages to the lawmakers with 
reference to the Latin-American crisis. The first related to the 
so-called “new program” for the region; the second concerned 
Rafael Trujillo; both were described as urgent, although our high 
executive officials contended that the special-aid plan was linked 
with the Castro problem only in the sense that his alliance with 
the Communists had increased the willingness of Latin-American 
leaders to acquiesce in reforms of a social and institutional char- 
acter—a contention that was not fully accepted either here or 
there. Many Latin-American officials in Washington accused 
the United States of “bad timing” while Montana’s Democratic 
Senator, Mike Mansfield, said the program looked “‘like a cal- 
lous attempt to purchase favor in Latin-America.° 

Mr. Eisenhower's first request, transmitted on August 8, 1960, 
was for “an authorization in the magnitude of $600 million to 
help our Latin-American neighbors accelerate their efforts to 
strengthen the social and economic structure of their nations and 
improve the status of their individual citizens.” He suggested 
that his program should “‘include further assistance for the re- 
habilitation of devastated Chile’’ and contended that it would 
“promote the dynamism and effectiveness of all our efforts in 
this hemisphere.” “I urgently request enactment of this author- 
ization prior to the Economic Conference of the American Repub- 


4 Readers should be reminded that Bolivia, Colombia, Cuba, Honduras, 
Ecuador, Peru, and Venezuela had already broken off diplomatic rela- 
tions with the Dominican Republic prior to the San Jose meeting. 


° Hispanic American Report, XIII (September, 1960), p. 489. 
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lics, which convenes at Bogota on September 5,” he exhorted, 
“so that discussion leading to the development of detailed plans 
may be initiated there.” Were some of the President's advisers 
hoping to use this promise of enrichment to divert some of the 
Latin animosity from Trujillo and create a firmer resolve with 
reference to Castro and the Red conspirators? 


The time proved too short for an affirmative decision by Con- 
gress. The San José Conference of Foreign Ministers began 
its formal sessions on August 17. Included on the agenda was a 
general review of subversive activities in the hemisphere, but it 
was evident that Generalissimo Trujillo was to be the first con- 
cern of the delegates. On August 20 they voted to condemn 
the Dominican leader and subject him to sanctions in accord 
with the security treaty signed at Rio de Janeiro in 1947. It 
was August 19 when the Senate voted approval of the $600 
million authorization and the House delayed affirmation of the 
bill until August 31. This big carrot, if carrot it was, could be 
seen dimly in the Costa Rican capital. ‘The whole performance 
aroused cynical comment,” wrote the editor of the Hispanic 
American Report, “since Latin American governments which went 
along with the United States were clearly expecting the pay-off 
to come at the Bogota conference on Latin American develop- 
ment.® 

Congressional delay in responding to the President's first re- 
quest may have been partly responsible for his second. In his 
efforts to prod the Latin-American foreign ministers into voting 
a recommendation of strong measures against Castro he proposed 
to dangle before them a share of the Dominican sugar quota. 
In his message of August 23 Mr. Eisenhower asked for author- 
ity to prevent further purchases of sugar from the Dominican 
Republic, pointing out that: 

The meeting of Foreign Ministers of the American Republics 


at San José, Costa Rica, has just completed its deliberations 
on the charges made against the Dominican Republic by the 


° Hispanic American Report, XIII( October, 1960), p. 502. The edi- 
tor also noted that ‘‘the spectacle of the governments of Nicaragua and 
Paraguay joining in this condemnation of dictatorship moved Latin 
American observers to derision.” 
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government of Venezuela, as well as on the flagrant violation 
of human rights. The foreign ministers voted unanimously 
to condemn the Dominican acts of aggression and intervention 
against Venezuela, culminating in the attempt on the life of the 
President of that country, and resolved to (1) break relations 
with the Dominican Republic and (2) interrupt partially 
economic relations with that country, beginning with a sus- 
pension of trade in arms and implements of war, with the 
provision that the Council of the Organization of American 
States shall study the feasibility and desirability of extending 
this trade suspension to other articles. The United States joined 
with the other American Republics in approving these measures. 

Some 322,000 short tons of sugar not being purchased from 
Cuba pursuant to the reduction in the Cuban quota is under the 
July amendment to the Sugar Act, to be allocated to the 
Dominican Republic. This allocation . . . would give that 
country a larger sugar bonus seriously embarrassing to the 
United States in the conduct of our foreign relations throughout 
the hemisphere . . . I therefore request legislation providing 
that amounts which would be purchased in the Dominican Re- 
public pursuant to the July Amendment need not be purchased 
there, but may be purchased from any foreign countries without 
regard to allocation.’ 


This official statement, particularly the second paragraph and 
the second sentence of the first paragraph, indicates that our 
President was recommending more drastic and earlier sanctions 
against Trujillo than had been decided upon at San José, and the 
impression is confirmed by a reading of the declaration of August 
20 itself. How may this be explained in view of the fact that 
the action recommended at San José with reference to the 
Dominican Republic was not in accord with the plan preferred by 
our government at the time? (Mr. Eisenhower's representatives 
in Costa Rica desired to postpone sanctions against Trujillo until 
efforts could be made to gain his consent to accept advice and 
assistance from the Organization of the American States in a plan 
to push his country as rapidly as possible into the democratic 
ranks.) It is not easy to avoid the conclusion that the Eisen- 
hower administration—in the absence of either an authorization 
of a large sum for economic assistance or of bright prospects 
for a share of the Dominican Republic’s sugar allotment—felt 
compelled to bow to the will of the majority, hoping by so doing, 


7 Congressional Record, August 24, 1960, p. 16177. 
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however, to win approval for stern measures against Castro and 
his government. Granted the inducement of a firmer assurance 
of both cash and sugar, the vote of the Latin-Americans for such 
measures might reasonably have been anticipated, especially by 
those dedicated to the creed that international friendship may 
be bought. Statements printed in the Hispanic American Report 
indicate that the Latin-American governments were perfectly 
aware of the relationship of the sugar quota to the plans of the 
United States for condemning Castro.° Our government cer- 
tainly hoped for a favorable reaction, although certain editorial 
writers in the United States had for weeks predicted that the 
Latin-Americans would probably not deliver anything more than 
verbal sanctions against Sefior Castro. Many of the Latins, they 
noted, viewed the Cuban social and land reform program with 
considerable favor. Lazaro Cardenas and Emilio Portes Gil, for- 
mer presidents of Mexico, criticized the United States in July 
for its interference in Cuban affairs and expressed their sympathy 
for the Revolution.? On July 14 Alberto Zalamea, the editor 
of the Liberal magazine Semana in Bogota, accused American 
business interests in Cuba of pushing the Castro government 
toward more expropriation of American property and toward 
Communism in hopes that they could then appeal to the United 
States Department of State for protection.*” In Brazil's presi- 
dential campaign candidates voted their enthusiasm for Castro 
and called for a resumption of diplomatic relations with China 
and Russia."* Other Latin Americans credited Castro with at 
least attracting the attention of the United States when milder 
crises had failed to end Washington’s “neglect’’ of Latin 
America. 


8 Hispanic American Report, XIII (September, 1960), p. 439; His- 
panic American Report, XIII (October, 1960), pp. 466, 489, 513. 
Panama received no sugar, but an announcement was made in July that 
a United States “pilot plan” of economic aid for Panama was soon to be 
inaugurated. Then during the OAS meeting final arrangements were 
evidently made by Panama’s Foreign Minister and Secretary Herter to 
allow the flying of the Panamanian flag in the Canal Zone as a symbol 
of joint sovereignty. 

® Hispanic American Report, XIII (September, 1960), p. 437. 

10 Hispanic American Report, XIII (September, 1960), p. 465. 

11 Hispanic American Report, XIII (October, 1960), p. 502. 
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The House of Representatives had denied prompt considera- 
tion of the $600 million authorization because of preoccupation 
with other measures and opposition to increased expenditures 
for “mutual assistance,” particularly in the form of a vague plan 
for special aid to Latin America which might turn out to be the 
beginning of enormous outlays during the next decade. The 
President's request for a free hand in alloting the 322,000 tons of 
sugar that was not to be purchased from Dominican producers 
precipitated a struggle, as already indicated, between the national 
executive and members of the House over the control of sugar 
production and sugar quotas. But the request also involved 
serious doubts regarding the wisdom of a movement to rid the 
Dominican Republic of its incumbent despot without providing 
some safeguard against the danger that the vacuum might be 
filled by another despot of the stripe of Fidel Castro. 


Left without any means save the persuasive power of Secretary 
Herter and Assistant Secretary Rubottom and their staff to secure 
the adoption of their plan to frustrate Castro and his Communist 
associates, the Eisenhower administration gambled on the future 
of the Dominican Republic in the absence of Trujillo in the hope 
that agreement with the Latin-Americans on this issue might 
help the President’s diplomatic agents to attain their major ob- 
jective. But persuasion and appeasement apparently were not 
enough. Our government muddled through to only very limited 
success—perhaps not even that. The declaration of August 28, 
drawn up by a committee composed of the ministers of Chile, 
Colombia, Mexico, and Uruguay “emphatically” condemned 
Communist intervention in the Western Hemisphere, reaffirmed 
that the Inter-American system was “incompatible with any form 
of totalitarianism,” proclaimed that all member states of the 
organization were ‘under obligation to submit to the discipline 
of the Inter-American system,” and declared its faith in the Organ- 
zation of American States.’* But it failed to mention specifically 
Cuba’s revolutionary reformer and his associates, merely alluding 
to these willing and dangerous recipients of the support provided 


12 The Declaration of San José may be found in the New York Times 
August 29, 1960 and in Congressional Record, August 31, 1960, p. 17207. 
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and promised by Red China, Soviet Russia, and their overseas 
associates. Even this general declaration was signed by many 
of the Latin-Americans with “heavy hearts” to use the phrase 
of a New York ‘Times writer, because they deemed it too severe 
with Castro. The Peruvian Foreign Minister appointed a coun- 
tryman as a “special delegate” to sign the document in the name 
of Peru rather than do the job himself, an interesting develop- 
ment in view of the fact that Peru had called for the conference. 
Venezuela’s Foreign Minister, Ignacio Arcaya, refused to sign 
the declaration but was ordered by the President of Venezuela 
to turn the delegation over to Ambassador Marcos Bricefio, who 
then signed the document without reservation, in compliance with 
President Betancourt’s instructions. Eight countries, Mexico, 
Venezuela, Peru, Honduras, Bolivia, Ecuador, Panama, and Uru- 
guay, came to the defense of Cuba before the document was 
finally signed. Foreign Minister Manuel Tello of Mexico signed 
for his country and then explained that the declaration was of a 
“general character,” and that ‘in no form does it constitute a 
condemnation or a threat against Cuba, whose aspirations for 
economic improvement have the strongest sympathy of the gov- 
ernment and people of Mexico.* The most forceful Latin Amer- 
ican speech denouncing Communist activity in Cuba came from 
Colombia’s Foreign Minister, Julio César Turbay Ayala. 
Some observers felt he effectively summed up the Cuban 
situation when he said that ‘if the present conflict were between 
the government of Cuba and that of the United States, there 
would be occasion for some popular sectors to express their 
enthusiasm for the leader of the Cuban Revolution. But in a 
conflict between America and Russia, or in other words between 
democracy and Communism, we (the Colombian Government) 
do not believe that the American nations have a right to be 
neutral.’ While many foreign ministers are reluctant to spell 
out the dangers implicit in Cuba’s involvement with the Soviet 
bloc, Turbay Ayala forthrightly analyzed Soviet First Deputy 
Premier Nikita Krushchev’s offer to defend Cuba with rockets 


in the event of an invasion by the United States. He declared 
that the Soviet offer and its acceptance by Cuba in various forms 


13 Hispanic American Report, XIII (October, 1960, p. 574. Tello’s 
opinion should be compared with Secretary Herter’s statement that the 
declaration was a “clear indictment of the Castro Government of Cuba.” 
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. constituted an unmistakable violation of the juridical and 
political basis of the American system.’ 
Ayala concluded by saying that “in the opinion of Colombia, no 
nation in this Hemisphere needs the political or military help of 
an extra-continental power in order to protect its independence 
and sovereignty.” 

Reactions to the work done at San José were numerous and 
varied. In the closing speech of the conference Ecuador's dele- 
gate, Neftali Ponce Miranda, said that the conference ‘‘has served 
to clarify the position of America before the threat of extra con- 
tinental aggression activated by communism.” The Christian 
Science Monitor, which provides good coverage for Latin-Ameri- 
can affairs, believed that the Organization of American 
States had done its ‘“‘negative duty’ well, but urged that the 
United States quickly implement a program for Latin America 
that would provide new roads, long term loans for housing, and 
capital loans for agricultural and industrial machinery. La Naci6n 
of Buenos Aires, Argentina, suggested that the declaration in fact 
offered nothing very different than what had been said at previous 
conferences in the late 1940’s and in 1954. The Argentine paper 
noted that the wording of the declaration showed that the Organ- 
ization usually preferred not to allude directly to a concrete prob- 
lem. The editor added that the real problem brought out at San 
José was that the Latin-American nations seemed to offer such 
splendid opportunities for the machinations of the Soviet bloc, a 
situation that could be effectively counteracted only by programs 
that lifted the level of living of the people of the area. Two 
opposing views in the United States regarding the achievement 
of the conference are strikingly illustrated by the following edi- 
torials, both published on August 30, 1960. The reader may 
make his own choice. 


Editorial, The New York Times, August 30, 1960 


“The United States won a notable victory at the second For- 
eign Ministers meeting in San José, Costa Rica. The Ministers 
completed a historic pair of sessions yesterday. In the first the 
Trujillo regime of the Dominican Republic was condemned and 


14 Hispanic American Report, XIII (October, 1960), p. 543. 
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sanctions were voted against it. In the second . . . there were 
no sanctions and Cuba was not even mentioned . . ., but Cuba 
was the loser in an extraordinary diplomatic battle with the 
United States. 

“By any standards of historic and traditionally acceptable 
principles of the inter-American system, Cuba deserved to lose. 
She had welcomed a threat by Russia to intervene with nuclear 
missiles in a Western Hemispheric quarrel. Inter-American dis- 
putes should be handled by the Organization of American States. 
Premier Castro had indulged in a bitter attack on the OAS while 
the Foreign Ministers were in San José. Moreover, the Cubans 
were in the process of a fierce assault on the United States. When 
a flyweight takes on a heavyweight he must expect to be flat- 
tened out. 

“The Americans won a genuine moral victory. It was im- 
portant to get the OAS on record against intervention by the 
Sino-Soviet powers and against their attempts to make use of the 
political, economic, or social situation of any American state 
for their purposes. This represents a real threat to hemis- 
pheric stability and unity. The outcome at San José preserved 
hemispheric solidarity to the maximum extent possible. 


“It is necessary, however, to go beyond the . . . victory for the 
United States and beyond the wording of the resolution which 
was so satisfactory to the North Americans. The length of time 
it took to win the victory—a whole week—was .. . a tribute 
to the skill and tenacity with which Cuban Foreign Minister 
Raul Roa fought, but it was also due to the peculiar and delicate 
position of the United States in the inter-American system. 

“An exercise of U.S. power against a Latin American nation 
is instinctively resented by all the Latin American countries. The 
Latins, moreover, do not really feel and see and understand the 
issue of communism as we do, even when they go along with 
the wording of resolutions like the Declaration of San José and 
the Caracas Resolution of 1954. Another factor . . . is that the 
Latin delegates would have a degree of sympathy and under- 
standing for the Cuban social revolution that is largely missing 
in the United States. Besides, anti-Yankeeism is a Latin-Ameri- 
can, not just a Cuban, phenomenon and the Latin members would 
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be far more willing than we to accept the fact that the Cubans 
are really frightened of us and of possible intervention. 

“For these and other reasons one must wait to make a final, 
historic judgement on the San José meeting. A battle was won 
by the United States but the campaign goes on. Neither the 
conflict with Cuba nor the problem of Communist intervention 
in the Western Hemisphere has been settled.” 


Editorial, Indianapolis Star, August 30, 1960 

“,.. Ten days ago the OAS foreign ministers voted a scathing 
condemnation of the Trujillo government in the Dominican Re- 
public. They called upon all American nations to sever diplo- 
matic relations with the little island nation, and to apply economic 
sanctions against it. 

“Over the weekend these same foreign ministers drafted and 
approved a resolution presumably directed at the Castro govern- 
ment in Cuba. This can only be presumed because the resolu- 
tion does not mention by name either Cuba or Castro . . . in 
sharp contrast with the other resolution, which named its target. 

“. . . The resolution which is supposed to d eal with the Cuban 
situation does not call for any break of relations with Cuba, for 
any sanctions or any other action against the Castro regime. It 

. makes a point of reaffirming the principle that one American 
state should not interfere in the affairs of another . . . a quite 
obvious hint to the United States that it should not become in- 
volved in an effort to unseat Castro. 

“This principle of non-intervention seems strangely to have 
been absent from the minds of the OAS foreign ministers when 
they wrote the blast against the Dominican Republic. Then thev 
suggested that the way for that nation to get back into the good 
graces of the OAS is for it to have ‘free’ elections and install a 
new government . . . ousting the Trujillo government. 

“The action against the Dominican Republic was brought on 
because . . . [it was} charged [by the OAS} that the Dominicans 
or persons with Dominican passports were involved in a recent 
unsuccessful bomb attack presumably aimed at the life of Ven- 
ezuelan President Romulo Betancourt. For this, the OAS has 
branded the entire Dominican nation—and the Trujillo regime— 
as an ‘aggressor’. 
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“Earlier, to be sure, the Trujillo regime had been accused of 
ruling by force and tyranny, oppression and terrorism. But this 
is... a domestic affair of the Dominicans, and no business of the 
OAS. At least that is the language of the resolution which does 
not mention Cuba, but says that American states should not in- 
terfere in each other’s domestic affairs. 

“The force and tyranny, the oppression and terrorism of the 
Castro regime are ignored. Ignored also are that regime’s slash- 
ing economic and propaganda assaults against the United States 
and other American nations, and Castro’s open efforts to incite 
Communist revolution in other American nations. That, appar- 
ently, is not aggression. 

“The only thing recognized is that the Soviet Union and China 
are attempting to use the situation in Cuba to make trouble in 
the Americas. The condemnation of this is so spineless that it 
will make the Communists laugh .. . 

“The OAS, as represented by . . . the foreign ministers, . . . 
condemned and punished a regime—dictatorial, to be sure— 
which has always been staunchly American, vigorously anti- 
Communist... It has declined even to slap the wrist of a new 
dictator who sows the seed of hatred and class warfare among 
the American nations, and who has invited the brutally vicious 
aggressors of the Communist conspiracy to come into the Amer- 
icas and help him to destroy freedom in the entire hemisphere. 


“The OAS, if it is no smarter than it has shown itself in the 
San José meeting, is a sitting duck for Khrushchev and his likes.” 


Months have elapsed since the Organization of American States 
concluded its deliberations at San José. The Cuban situation has 
been discussed on national television by the presidential candi- 
dates; nineteen American states have adopted the Act of Bogota 
with its plan for reform and social improvement in Latin Amer- 
ica; the American Legion has offered our government its advice 
on hemispheric problems; Washington has announced the em- 
bargo of exports from the United States to Cuba (excluding food 
and medicine) ; fourteen hundred marines have been sent to Cuba 
to spend the weekend liberty at Guantanamo Naval Base; and 
Premier Castro and Premier Khrushchev have demonstrated the 
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warmth of their feeling for each other on the streets of New 
York. 


What courses are now open to the United States? If the past 
is any index, those concerned with the conduct of our Latin- 
American affairs will be inundated with advice in 1961. There 
are sure to be more discussions of economic aid programs for our 
southern neighbors. Articles appraising the quality of our diplo- 
mats in the area will be written. The United States Informa- 
tion Agency will undoubtedly be alternately praised and villified. 
The behavior of our tourists and businessmen will be examined, 
and some writers will throw the burden of blame for hemispheric 
difficulties on the manana spirit of the Latin Americans. More 
specific panaceas will be trotted out in regard to Cuba. There 
may be suggestions to extend the export embargo to food and 
medicines, a move that would hurt our prestige abroad and prob- 
ably launch the new administration under a heap of abuse from 
citizens in this country. Our government might lay an embargo 
on Cuban imports, but since the only imports of consequence are 
now fruits and tobacco, it is difficult to see much advantage could 
be gained from this move. The United States could use the 
Rio Pact and the Caracas Resolution to ask for a general export 
embargo by the Latin American nations. Some Latin Americans 
evidently still hope that they can mediate between Cuba and the 
United States before the island falls irretrievably in to the Com- 
munist orbit. The Foreign Ministers at San José in fact assigned 
this mission to a six-nation committee composed of Brazil, Chile, 
Colombia, Costa Rica, Mexico and Venezuela. There is, of 
course, no simple solution to the complexities of the Cuban prob- 
lem. Perhaps unforseen developments will demand action of 
the sort not mentioned above. With no little dismay, one is 
compelled to ask a final question: Will it eventually become 
necessary for the United States to transform itself into a garrison 
state and extend its domination over most of the Western Hemis- 
phere in order to confront the Communist menace with success ? 








Manuel Torres: 
Early Advocate of Inter-American 


Commerce 


By Charles H. Bowman, Jr* 


Manuel Torres is best remembered as being the first Latin 
American diplomat received by the government of the United 
States. On June 19, 1822, he was officially welcomed by Presi- 
dent James Monroe as chargé d'affaires from the republic of 
Gran Colombia. This signal honor has overshadowed Torres’ 
energetic efforts to strengthen the commercial bonds between the 
United States and the newly-born nations of Spanish America. 
Trade, he reasoned, was the logical way by which to link the 
Americas. Significantly, the central theme of Torres’ many con- 
tributions to William Duane’s thriving newspaper, the Philadel- 
phia Arora, and his voluminous notes to Secretary of State John 
Quincy Adams was the development of commerce between the 
United States and Spanish America, and the most important work 
that we have from his pen is entitled An Exposition of the Com- 
merce of Spanish America; with some Observations upon its 
Importance to the United States. The latter was written by Tor- 
res in 1815 as a guide for North American merchants intending 
to do business in Spanish America and may be considered some- 
thing of a milestone, for it was the first inter-American handbook 
ever to be published. In October, 1815, Torres sent a finished 
copy to Robert Patterson, director of the United States Mint at 
Philadelphia, and Robert M. Patterson, vice-provost of the Uni- 


* This article is taken from a thesis ‘““The Life and Times of Manuel 
Torres, Diplomat and Publicist” which was written by the author at the 
University of North Carolina. 
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versity of Pennsylvania, for examination. They gave the book 
their hearty endorsement, finding it to be “formed on correct 
principles, and with a scrupulous accuracy; . . . well-calculated 
to facilitate foreign merchantile {sic} transactions, especially those 
with Spanish America.” * The Exposition was published the 
following spring at Philadelphia.’ 

Torres personally believed that his work would be of value to 
“everyone who buys, sells, or exchanges in any way’: merchant, 
farmer, ‘insurer .. .,” banker, and even statesmen! He saw such 
an intimate connection between political economy and commerce 

. that no one can become acquainted with the former, with- 
out knowing well the latter; and in order to acquire this 
knowledge, the different monies, weights, measures, exchanges, 
and every thing relative to national as well as foreign commerce, 
must be well known.° 

This information Torres sought to impart to his readers through 
elaborate tables and charts that revealed him to be amazingly 
conversant with the operations of international commerce. More 
particularly the Exposition comprised 

. a precise statement of the articles annually exported from 
the different departments of Spanish America to foreign coun- 
tries, and their value; the rates of duties on imported foreign 
goods; a correct analysis of the custom-house system in that 


country; examples and rules for calculating the import duties; 
and tables of those calculations already made.* 


The aid this statistical data offered the North American mer- 
chant “will enable him to calculate his mercantile operations . . . 
more accurately than it has ever been before done.’ 


The unbounded hope that Torres had in the future of Spanish 
America was clearly expressed in his treatment of that region: 


1 Robert Patterson and Robert M. Patterson to [Manuel Torres}, Octo- 
ber 12, 1815, Manuel Torres, An Exposition of the Commerce of Spanish 
America; with some Observations upon its Importance to the United 
States (Philadelphia: G. Palmer, 1816), p. viii. 

2 Extracts appeared in Niles’ Weekly Register, x (April 6, 1816), 93; 
and The Analectic Magazine and Naval Chronicle, VIII (August, 1816), 
173-176. 

8 Torres, An Exposition of the Commerce of Spanish America, p. 1. 

4 Ibid., pp. 4-5. 

5 Ibid., p. 5. 
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. When we consider, on the one side, the efforts of its in- 
habitants to shake off the yoke of the Spanish government, the 
extraordinary progress of their revolution; and, on the other, 
the great interest which all nations have to partake directly of 
the rich commerce of that part of the new world, we cannot 
doubt of the complete emancipation of that extensive and fruit- 
ful country, nor of the establishment of a new, powerful, and 
independent empire, (probably) under the form of a representa- 
tive and central government, which uniting and disposing of its 
great resources, according to circumstances, can, by a wise 
policy, prevent or stifle intestine divisions, and effectually main- 
tain its independence.® 


Torres was indeed optimistic! Still he realized that this gov- 
ernment, to be successful, had to be “‘suitable, and prudently 
calculated for the degree of knowledge, habits, and manners 
of its [Spanish America’s} inhabitants.” Once independence was 
a reality, the lands to the south could not fail 


. to influence the commerce, policy, and even the power of 
other nations, to an extent, at this time, not easy to calculate: but 
to the United States of North America, the particular circum- 
stances, contiguity, and resources of the southern section of this 
continent, must be, above all, interesting.® 


The farsighted patriot even predicted that one day North 
American steamboats would be operating on the rivers of South 
America.” These glowing prospects made it imperative for North 
American merchants and statesmen to be “minutely ac- 
quainted . . .” with the area and its commercial practices.” 
The potential of Spanish America was unlimited. Torres esti- 
mated its exports, including those of the islands, annually ex- 
ceeded $1,000,000,000. Of this amount, gold and silver con- 
stituted three-fifths the value.”' 


. Intersected in all directions by the loftiest mountains, and 
watered by the finest rivers of the universe, the fertility of its soil 
is beyond comparison. 


° Ibid., p. 7. 
" [bid., p. 7 
8 Ibid., 
*Ibid., p. 16. North American entrepreneurs began navigating the 
Magdalena River in 1824, Lake Maracaibo in 1826, the Rio de la Plata 
in 1833, and the Orinoco River in 1849. 

1° [bid., p. 8. 

4 [bid., pp. 8-9. 
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From this singularity . . ., and its excellent harbours, 
opening on the Pacific and the Atlantic Oceans, that country 
seems to be destined by the Author of Nature, to become the 
common centre of commerce of the whole world.?? 


Torres was quite graphic in calling attention to the importance 
of Spanish American commerce. This importance was based on 
two essential considerations. First, the value of the area’s annual 
imports reached upwards of $1,000,000,000. Secondly, 


. it is there, and only there, that all nations can obtain, 
with facility, those precious metals, which have become so neces- 
sary to trade throughout the world . . .; to sustain the credit 
of that paper money, which is now everywhere generally 
adopted; and to pay the balance of commerce, when unfavor- 
able. On all these accounts, the United States, more than other 
nations, have a powerful interest in an extensive participation 
of it [the commerce}, in carrying thither foreign or domestic 
mercantile articles, either from their own ports, or from those 


of Europe . . ., to be changed in South America for the precious 
metals, or for raw materials, and for other articles of general 
commence. .., .** 


Enthusiastic as Torres was over the commercial possibilities 
of all Spanish America, he was even more so with regard to the 
coastal provinces of New Granada and Venezuela, or the Spanish 
Main. 

. . . Its geographical situation, the quality and species of its pro- 
duce, and its great number of ports, both on the Atlantic and 
South Sea [Pacific Ocean}, and its relations with the interior 
provinces, through innumerable navigable rivers, promise a more 


frequent, more convenient,and more useful intercourse between 
foreign merchants and that part of Spanish America.1* 


Torres’ conclusion was that the commercial future of all the 
new southern republics was bright, but the Spanish Main “must 
always hold the first place among the different parts of Spanish 
America” because of its location (the “centre between Asia, 
Europe, and the United States’), its fine rivers, and the fact that 
in its provinces was “‘all the production of the world.” He ad- 
vised that the North American agents who went to the region 


12 Ibid., pp. 9-10. 
13 [bid., p. 11. 
14 Tbid., p. 15. 
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to trade “be acquainted with the Spanish language, with the 
habits and manners of the inhabitants and with their way of buy- 
ing and selling, which differs somewhat from that of other na- 
tions.” 75 These rules, if followed, would be an inestimable 
aid to any merchant doing business there. 


Torres reiterated the mineral and agricultural wealth of the 
southern continent in another commercial handbook, An Expost- 
tion of South America; with some Observations upon its Im- 
portance to the U[nited} States, published at Philadelphia in 
1819.° This work, like his previous Exposition, was intended to 
arouse the interest of the United States’ citizen and to promote 
commerce between the two Americas.”’ 


So strong was Torres’ desire to bring together Gran Colombia 
and the United States in a trade agreement that on May 20, 1820, 
he optimistically wrote his superiors that, if permitted, he could 
conclude a commercial treaty with the Washington government. 
He asked for immediate authorization to initiate negotiations, 
since. 

. . . The knowledge I have of this country and the leading 
officials of the Administration, will enable me to easily arrange 
the conditions and terms .. . . I will give them [the United States} 


what is of no use to us and they will give us what we need for our 
defense... .* 


In compliance with Torres’ request the Colombian secretary 
of state and foreign relations, on June 19, 1820, sent him specific 
instructions respecting a commercial treaty with the United States 
on terms of “strict equality and reciprocity ....”*° The treaty 


18 [bid., pp. 17-18. 

16 Arthur Preston Whitaker, The United States and the Independence 
of Latin America, 1800-1830 (Baltimore: Johns Hopkins University 
Press, 1941), p. 159. 

17 Jose de Onis, The United States as Seen by Spanish American 
Writers, 1776-1890 (New York: Hispanic Institute in the United States, 
1952), p. 35. 

18 Torres to J. G. Roscio and J. R. Revenga, May 20, 1820, Pedro 
Ignacio Cadena, Anales diplomdaticos de Colombia (Bogota: Imprenta 
de Manuel de J. Barrera, 1878), pp. 132-133. 

19 Secretary of State and Foreign Relations of Gran Colombia to Tor- 
res, June 19, 1820, Nicolas Garcia Samudio, Capitulos de historia diplo- 
matica (Bogota: Imprenta Nacional, 1925), p. 70. 
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was to contain no concessions that could not be granted to other 
nations.”° 


On July 19, 1820, Torres’ instructions of the month before 
were somewhat modified by official dispatch. It was now held 
by those in high places in Gran Colombia that direct recog- 
nition of the young republic would pose grave difficulties for 
the United States because of the pending ratification of the 
Florida Treaty with Spain, and that indirect recognition by the 
signing of a commercial treaty would have no substantial mean- 
ing since it would not entail an exchange of ministers. There- 
fore Torres was authorized to seek first the mediation of the 
United States between Spain and her former colonies or to cele- 
brate an alliance with the North Americans.”' 


Disregarding his instructions altogether, Torres tried to con- 
vince the indomitable John Quincy Adams that no rivalry of 
commerce, agriculture, or navigation existed between the United 
States and Gran Colombia. The former argued that the only 
item of export common to both countries was tobacco, and the 
Barinas variety was so different from any grown in the United 
States that there could be no competition.** By way of illustra- 
tion Torres pointed out that Gran Colombia wanted “annually 
twenty thousand barrels of flour and other provisions from these 
states, for which she pays in coffee, indigo, hides in the hair, and 
in money, according as the intercourse between the two coun- 
tries is favorable to the agriculture of both.” ** On October 17, 


*0 Id. to id., June 19, 1820, Garcia Samudio, Capitulos de historia 
diplomatica, p. 70. 

*1 Id to id., July 19, 1820, Pedro A. Zubierta, Apuntaciones sobre las 
primeras misiones diplomdticas de Colombia, 1809-1830 (Bogota: Im- 
prenta Nacional, 1924), p. 55. Also see Revenga to Simén Bolivar, 
July 4, 1820, Simén Bolivar O'Leary, ed., Memorias del General O'Leary, 
28 vols. (Caracas: Imprenta de la “Gaceta Official,” 1880-1883), VI, 
454-457. 

22 John Quincy Adams, Memoirs of . . ., Comprising Portions of 
His Diary from 1795-1848, 12 vols. Edited by Charles Francis Adams 
(Philadelphia: J. B. Lippincott and Company, 1874-1877), V, 188. 

23 Torres to J. Q. Adams, November 30, 1821, William R. Man. 
ning, ed., Diplomatic Correspondence of the United States concerning the 
Independence of the Latin-American Nations, 3 vols. (New York: Ox- 
ford University Press, 1925), II, 1215. 
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1820, he informed Adams that there would always be a large 
coastal trade between Tierra Firme and Mexico as well as other 
parts of South America. Since Gran Colombia had no merchant 
marine, the carrying of this trade might well be secured by the 
United States through the signing of a commercial treaty.” 
Also since the Colombian government planned to substitute 
among the people the cotton manufactures of China and India for 
those of Great Britain, it was willing to allow its Asiatic trade 
to be transported exclusively in North American vessels.” 
Adams listened attentively to what Torres had to say and told 
him to submit his proposals in writing.** The same topics were 
again discussed in meetings between Torres and the secretary of 
state on December 18 and 19, 1820.*’ 

In the meantime the Columbian authorities decided that no 
matter what headway Torres might be making, they frankly did 
not want a commercial treaty with the United States at that time. 
Such a treaty, they contended, would lower the prestige of Gran 
Colombia. The country was just attaining a ‘respectable posi- 
tion...” and to press for a treaty “‘would perhaps be taken as 
a sign of weakness and a desire for drawing . . . [the United 
States} into our conflict... .”** The authorities advised Tor- 
res that if he had not succeeded in signing a commercial treaty 
by the time he received their letter he was to let the matter drop.” 
But Torres again ignored his instructions and continued dis- 
cussing with Adams the basis on which a treaty could be made. 
On April 27,1821, he wrote his government that he had sug- 
gested to Adams the possibility of sending to Bogota a minister 
or agent duly authorized to begin negotiations there.*° Adams 


24 Adams, Memoirs, V, 188. 

25 Ibid., V, 115. 

26 Ibid., V, 188. 

*? Torres to the Secretary of State and Foreign Relations of Gran 
Colombia, December 26, 1820, Cadena, Anales diplomaticos, pp. 137- 
138. 

*8 Revenga to Torres, November 6, 1820, Zubierta, Apuntaciones, 
mere 
' 29 Id. to id., November 6, 1820, Zubierta, Apuntaciones, p. 57. 

8° Torres to the Secretary of State and Foreign Relations of Gran 
Colombia, April 27, 1821, Garcia Samudio, Capitulos de historia diplo- 
matica, p. 72. 
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did not think much of the idea and, for the time being, shelved it. 
Apparently Torres at last admitted the futility of concluding 
a commercial treaty until after recognition and reluctantly 
abandoned the project. 

The practical aspects of Torres’ arguments for a commercial 
treaty stemmed, in large measure, from his enthusiastic study 
of the financial operations of the United States government. 
After the Anglo-American war ended in 1815, the United States 
passed through a period of great prosperity. In those days the 
United States depended greatly on foreign trade, since its own 
industries were but in their infancy. As the unfavorable bal- 
ance of trade constantly drained specie out of the country, large 
amounts of paper money were issued to replace it. With the 
depreciation of the paper currency and the consequent inflation of 
prices, still more specie was driven from the country. There was, 
moreover, a speculative mania which led to over-exhaustion of all 
lines of business. Finally, in October, 1818, when a reaction 
came in foreign trade, a serious economic panic ensued.** 

Foreseeing the disastrous results of a specie shortage Torres 
advocated the importation of specie from South America.** This 
plan was supported by Langdon Cheves, president of the Second 
Bank of the United States, and others who realized that the 
economic depression of 1818-1819 was caused by the dwindling 
reserve of gold and silver.** William Duane, in the Azrora, 
roundly abused the government for neglecting an opportunity 
to procure many million dollars’ worth of specie from Mexico 
and South America, ‘which would have averted the present 
distresses of the nation.** 

Besides Chaves and Duane, Torres’ financial views impressed 
many well-placed in the governmental hierarchy. On April 1, 
1818, Speaker Henry Clay brought before the House of Repre- 


31 Emory R. Johnson, T. W. Van Metre, G. G. Huebner, and D. S. 
Hanshett, History of Domestic and Foreign Commerce of the United 
States, 2 vols. (Washington: The Carnegie Institution of Washington, 
1915), I, 216-219. 

32 Torres, An Exposition of the Commerce of Spanish America, p. 11. 

338 Whitaker, The United States and the Independence of Latin Amer- 
ica, p. 306. 

84 Philadephia Aurora, September 20, 1819, quoted in sbid., p. 307. 
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sensatives a memorial stating that Torres “. . . [had] discovered 
that the United States sustains great loss in the receipt and ex- 
penditure of the public revenue; and that he . . . [had] also 
discovered the means by which this loss may be avoided.” Torres 
offered to submit his findings ‘‘upon the assurance of receiving 
a portion of the moneys which may be saved to the public by 
means of . . . said discovery.” *° The representation was re- 
ferred to the Committee of Ways and Means which two weeks 
later reported to the House that Torres’ memorial was, “from the 
respectable personal character of the memorialist, entitled to an 
examination; but that the remainder of this session, if the 
whole time of the committee were devoted to it, was not sufficient 
for the due investigation of the subject.” The House there- 
upon resolved that the committee be discharged from further 
consideration of the representation,*® and there the matter rested. 

The specifics of Torres’ financial discovery are unknown. Since 
he saw such a definite relationship between specie supply and 
nation economy, one might suppose that it dealt in some way 
with this relationship. He very capably presented the case for 
a sound currency backed by gold and silver in An Exposition of 
the Commerce of Spanish America. According to Torres the pros- 
perity, power, political influence, and even independence of a 
nation rested on a well-organized and wisely-administered bank- 
ing system. This banking system would, however, produce 
“happy effects . . .” only if it required that “a proportional part 
of the capital of banks should be in specie, in order to be able 
to pay therewith the nominal value of any of its notes, when 
demanded.”” Otherwise the credit of the banks would diminish 
no matter what guarantees they might give for payment. If this 
happened the consequences would be immediately evidenced in 
rates of exchange with nations “where similar inconveniences do 
not exist.” The loss of parity between currencies would equal 


85 Annals of Congress, 1789-1824, 42 vols. (Washington: Gales and 
Seaton, 1834-1856), 15 Cong., 1 Sess., XXXII, pt. 2, 1160. Also see 
Journal of the House of Representatives (Washington: E. de Krafft, 
1817), 15 Cong., 1 Sess., IV, 404-405. 

86 Annals of Congress, 15 Cong., 1 Sess., XXXII, pt. 2, 1737. Also 
see Journal of the House of Representatives, 15 Congress.; 1 Sess., IV, 
466. 
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“the difference in the market between the common circulating 
medium of the world (silver and gold) and the common circulat- 
ing medium of the country (paper money.)”’ 

In the contrast to the restricted circulation of paper money issued 
by one or another bank, the precious metals had the privilege of 
being used the world over. Their value was fixed by law in 
every land. Thus they were “not only the representatives, but 
the regulators and the equivalents of every other thing: a quality 
very contrary to the nature of paper money, whose value is always 
regulated by the degree of confidence the public place in it.” °° 

Torres estimated the value of goods annually imported by the 
United States to be approximately $72,000,000. The steady 
growth of native industry had reduced the importation of foreign 
articles somewhat but, at the same time, the demand for Euro- 
pean luxury goods yearly increased. This meant that ‘‘the value 
of the annual consumption of foreign goods in the United States 
is progressive ....” °° As the annual value of its exports never 
reached $72,000,000 the United States each year experienced an 
unfavorable balance of trade. The excess of imports over ex- 
ports had to be paid for in specie and partially in public stock, 
“when the foreign creditor shall be willing to receive it: but in 
such a case the [national] debt will be annually augmented by a 
sum equal to the interest of the stock.*° 

Torres found that the solution to both the currency problem 
and the trade dilemma lay in closer ties between the United 
States and Spanish America. In the first place, the United States 
could gradually build up its specie reserve by purchasing gold and 
silver from Mexico and South America. In the second, Spanish 
America, which had few industries of any type, offered a natural 
market for North American manufactured goods. By increasing 
its commercial contacts with Spanish America, the United States 
could build up a favorable balance of trade thereby checking 
the uncontrolled flow of specie out of the country. Then the 


37 Torres, An Exposition of the Commerce of Spanish America, pp. 
11-12. 

38 Ibid., p. 13. 

39 [bid., p. 13. 

4° [bid., pp. 13-14. 
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government could cut down on its purchases of gold and silver, 
industry would be stimulated, and the chances of a balanced 
federal budget improved. These advantages Torres continually 
brought to the attention of merchants and government officials. 

If Torres did not succeed in negotiating with Adams a com- 
mercial treaty between the United States and Gran Colombia, 
he at least widely publicized the latter country’s great natural 
wealth and trade potential. In this respect he laid the founda- 
tion for the treaty that was eventually signed between the two 
nations at Bogota in 1824, two years after his death. Torres 
had argued long and well for such a treaty. In so doing he was 
among the first to call for regularized trade among the free 
nations of the New World. 








U.S. and Soviet Relations with 
Underdeveloped Countries: 
Latin America—A Case Study 


By Clifford Frank Onen* 


Oil has played a vital role in political developments in Latin 
America during 1958 and 1959, affecting the position of both 
the United States and the Soviet Union in Latin American affairs. 
These developments also point to a very important evolution in 
the political and economic policies of Latin American countries. 
Whereas in the past both internal political and economic policies 
were based on nationalist principles there is evidence that a divi- 
sion is taking place between the spheres of thought by the 
emergence of “‘internationalist’”” economic policies. Events show 
that political nationalism is not only compatible with, but may be 
appreciably advanced by, economic internationalism — a conse- 
quence of importance to all underdeveloped countries. 

Latin American Trade with the Soviet Bloc. The general in- 
crease in Soviet Bloc trade with Latin America since 1953 does 
not mean that the Soviet Union and its satellite countries have 
been uniformly successful in their trading overtures to Latin 
American countries. On the contrary, the Soviet Bloc’s trade 
has been mainly with four countries, Argentina, Brazil, Uruguay, 
and Cuba. During 1958 and 1959 Soviet trade missions became 
very active in other Latin American countries and with some 
notable successes, but available information indicates that Argen- 
tina, Brazil, Uruguay, and Cuba continued to be the principal 


*The author is associate professor of economics at the College of Wil- 
liam and Mary. This article is the result of a study undertaken as a 
research associate with the Soviet Bloc Foreign Economic Relations Project, 
University of Virginia. 
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nations engaged in trade with the Soviet Bloc. In the five years 
1954-1958 total exports from twenty Latin American republics 
to the Soviet Bloc aggregated $681.0 million and total imports 
from the Bloc were $578.6 million. The distribution of this 
trade among Latin American countries was as follows: 


Table I 
Latin American Trade with the Soviet Bloc 1954-1958 


Exports to the Soviet Imports from the Soviet 


Bloc Bloc 

Actual Amounts % of Actual Amounts % of 

$ millions Total $ millions Total 

Argentina 299.5 44.0 322.4 55.7 
Brazil 180.0 26.4 169.0 29.2 
Cuba 110.2 16.2 9.4 1.6 
Uruguay 78.4 11.5 28.6 5.0 
Others 12.9 1.9 49.2 8.5 
Total $681.0 100.0 $578.6 100.0 


Source: This presentation is based on data specially provided by the 
Bureau of Foreign Commerce, United States Department of Commerce. 


In analyzing Soviet Bloc trade with Latin America it is im- 
portant to distinguish between the positions of the Soviet Union 
and its European satellites. During the period 1954-58 the 
Soviet Union incurred a substantial total deficit in its trade with 
Latin America as a result of its large purchases of staple 
products from Cuba, Uruguay, Argentina and Brazil. Even 
Argentina which purchased more from than it sold to the Soviet 
Union during this period still had a net credit balance of some 
$30 million at the end of 1958 as a result of trade surpluses 
accumulated previously. In contrast, the European satellite 
countries succeeded in selling amounts of their own products to 
Latin American countries comparable to their own purchases 
from Latin America. While the pattern is somewhat irregular 
generally the European satellite countries (chiefly Czechoslovakia 
and Poland) created export surpluses in their trade with Latin 
America, a situation perhaps not without embarrassment to the 
Soviet Union. 
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Table Il 
Latin American Trade with the U.S.S.R. 


and the European Satellite Countries 1954-1958 


UNDEVELOPED COUNTRIES 


ars 
lics 
Ort 


OEE — 
Cb — 
cSt +r 
iy = 
FOr + 
2or. = 


(pP) — (y) ©) — @& 


suonpiw 
$ pay 


4.5991]13IDS 
GUM apvay, 


fo auv vq 


this 


O'9¢ET+ 


6i + 
SS: + 
¢°'LOI+ 
60 + 
Cee = 


SUOH [EW 
$ jen9py 


*ASSQ Gun 
apvsy, fo 
auvyjvg 


viet 


LOY 


66h 

yz 

v6 

0691 

6161 
(p) 


suonpw 
$ PYUV 


$341]J21PS 


wosf 
spsodtuy 


OIcT 


00 
OL 
00 
00 
Oe a 


suorpyW 
$ (P41IV 


USSA wos} 
sjsogu] 


04 sjsoqxy 


the 
ith 


ion 





Oo L97 


OL 

8°8¢ 

SOI 

60 

6111 
() 


suonpw 
$ PYU1IV 


USsn 7 
sj40qxq 


ple 
yen 
net 
me 


d States Department of Commerce. 


vu 
S 
=} 
a 
ei 
"~ 
vu 
= 
> 
° 
— 
Q, 
ay 
"s 
YL 
Uv 
vu 
QO. 
wn 
a 
ee 
3 
ou 
Cc 
° 
ba 
vu 
n” 
ao 


Minus sign denotes deficit for the Latin American countries. 


*Plus sign denotes credit for the Latin American countries. 


Source: This presentation is b 
Bureau of Foreign Commerce, Unite 


ses 
lite 

to 
Ses 
lar 
kia 


he 


tin 





88 INTER-AMERICAN ECONOMIC AFFAIRS 


While 39.2% of Latin American exports to the Soviet Bloc 
were destined directly for the U.S.S.R. only 22.6% of Latin 
American imports from the Bloc countries came from the Soviet 
Union. In the Soviet group the European satellite countries were 
both the principal buyers of Latin American productss (60.8% 
of the Soviet Bloc total) and the principal suppliers of products 
to Latin America (77.4% of the Soviet Bloc total). 


Cuba: Special mention must be made of economic relations 
between Cuba and the Soviet Union. Until 1955 Cuba had little 
trade with the U.S.S.R. but beginning in that year the Soviet 
Union purchased substantial amounts of Cuban sugar. Two 
notable features of Cuba’s exports to the Soviet Union were (1) 
the trade did not involve any form of bilateral arrangement 
and thus Cuba did not incur any commitment to purchase goods 
from the Soviet Union. In fact, Cuba made no purchases from 
the U.S.S.R. During the four years 1955-58 Cuba obtained 
a total surplus of $107.5 million as a result of the unilateral trade 
with the U.S.S.R. (2) The Soviet Union paid for the Cuban 
sugar entirely in dollars. Thus, Cuba obtained a strong cur- 
rency which could be freely used to purchase any type of goods 
desired from any country in the world. Thus, long before the 
much publicized trade pact between the new Cuban Government 
and the U.S.S.R. in February 1960 the Soviets had evinced sub- 
stantial interest in the importation of sugar from Cuba and fur- 
thermore been prepared to pay for the imports under conditions 
very favourable to the Cuban economy. 

Under the February agreement between Cuba and the U.S.S.R. 
the Soviet Union undertakes to buy 1,000,000 tons of sugar 
each year for a five year period. The pact gives Cuba a cer- 
tainty of market for this amount of exports and it will increase 
substantially the amount of sugar sales to the U.S.S.R. compared 
with past years. However, only one-fifth or 200,000 tons of 
the annual purchases will be paid for by the U.S.S.R. in dollars. 
In contrast, the Soviet purchases of Cuban sugar in the period 
1955-58, all paid for in dollars, averaged 305,000 tons per year. 
Thus, while Cuba over the next five years will sell a greater 
volume of sugar to the U.S.S.R. the economy will actually earn 
less dollars than in the four year period 1955-58. The balance 
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of earnings from the sugar sales will be applied against Cuban 
purchases in the U.S.S.R. meaning that the major part of the 
Cuban sugar sales will be paid for in Soviet products. Thus, in 
both the form of payment for the trade agreement between the 
two countries and the $100 million credit extended by the 
U.S.S.R. to Cuba the Cuban economy becomes dependent upon 
the Soviet economy for the type and quality of products available 
and the dates on which products may be delivered. While the 
trade and credit agreements between the U.S.S.R. and Cuba have 
distinct political undertones, it is highly probable that an increase 
in the Soviet demand for Cuban sugar would have still taken 
place due to sugar production problems and needs in the 
U.S.S.R. As a result of the pact the Soviet Union (a) saves 
dollars, (b) develops markets for Soviet products. Cuba has 
(a) greater certainty of market for part of its sugar output and 
(b) unsatisfactory sugar surpluses may be reduced or even elim- 
inated. On the other hand, such advantages would not occur 
if the much more important U. S. market were endangered. 
Regardless of this issue Cuba will not have the same flexibility 
of action as if it were paid by the U.S.S.R. in dollars or even 
sterling. 

In view of the exceptional circumstances in Cuba and the fact 
that Cuba’s present relationship with both the United States and 
the Soviet Union are influenced strongly by factors not dealt 
with in this study no further detailed reference will be made 
to the Cuban economy. 


Latin American Oil and Foreign Exchange Problems—and Soviet 
Oil Surpluses 


Oil has become a very important factor in Soviet commercial 
and political relations with Uruguay, Argentina and Brazil. 
These three countries have the same characteristics of having 

(a) increased demands for oil, as a result of rapidly growing 

consumer and industrial demand, and therefore increased 
need to import oil, 

(b) reduced ability to earn dollar or sterling currency to 

pay for oil imports as a result of declines in the demands 
for and prices of commodity exports. 
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Decreased earnings in dollars or sterling not only affect oil 
imports from the United States or the Middle East, but also 
from Latin American countries with oil surpluses. Venezuela, 
Colombia and Peru have generally been disinclined to sell oil 
except for dollars, their policies are that oil is a dollar, even a 
gold export. 

Oil Resources of the Soviet Union.’ In 1946 petroleum con- 
sumption exceeded domestic supply, but in subsequent years pro- 
duction increased steadily and by 1951 the domestic supply 
of petroleum exceeded demand. In 1958 supply exceeded demand 
by approximately 92 million barrels. Thus, immediately the oil 
position of the Soviet Union is complementary to that of the 
Latin American countries which desperately need oil. 


Table Ill 


U.S.S.R. Petroleum Production and Consumption 1946-1958 
(Barrels Per Day) 


Excess Supply Over Demand Excess Demand Over Supply 


1946 67,500 
1947 54,400 
1948 10,400 
1949 46,200 
1950 5,800 
1951 10,000 
1952 15,000 
1953 24,000 
1954 4,000 
1955 22,000 
1956 28,000 
1957 68,000 
1958 262,000 


Source: World Oil, International Operations and International Outlook 
Issues 1947-1958. 

These developments in the Soviet oil industry have a special 
significance in view of Soviet general economic policies to increase 
aggregate production as rapidly as possible, based on emphasiz- 
ing the production of capital goods at the expense of consumer 
products. Such policies impose a definite ceiling on the amount 


1 The following description of the oil resources of the U.S.S.R. is based 
mainly on reports and statistics published by World Oil. 
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of capital goods that can be exported to underdeveloped coun- 
tries, which are especially interested in increasing their volumes 
of capital in order to increase their own productive capacities. 
In the case of oil production, this actual or potential conflict be- 
tween Soviet internal needs and exports (based on the economic 
needs of the the underdeveloped countris to which trade overtures 
are made) does not exist. 


(a) From capital expenditures made to increase oil production 
for domestic consumption an oil surplus has resulted 
which can be exported without any particular effects on 
the internal economy. 

(b) Utilization of oil potential requires large initial outlays, 
especially during the early exploration, prospecting and 
drilling phases in the opening up of new fields. How- 
ever, once these expenditures have been made and pro- 
duction commenced, returns are forthcoming over a 
long-term period with very little extra capital outlay. 
It is true that continuous outlays of capital have to be 
made if depletions in machinery are to be offset but 
usually in oil production the depletion rate is fairly low. 
The Soviet economy is now beginning to obtain the re- 
turns from the new fields developed since 1945 in the 
Volga-Urals area. 


(c) The capital goods industry producing oil equipment has 
available capacity to produce goods for export. 


Current developments: The Soviet Union has a land area three 
times the size of the United States and of the total area some 4.2 
million square miles or about one half contain sedimentary rock 
in which oil is usually found. The present seven year plan places 
more emphasis on cil, gas and chemical development than any 
previous plan. During the 1959-1965 period oil and gas invest- 
ments will total some $43 billion or more than twice the amount 
allocated for investment during the previous seven-year period. 

In 1958 Soviet crude oil production was 2,110,000 barrels per 
day or double the production reached in 1953. The target set 
for 1965 is to obtain a crude oil output of 4,220,000 barrels per 
day or double the output level of 1958. 















92 INTER-AMERICAN ECONOMIC AFFAIRS 





The increases in oil production which have already taken place 
are mainly the result of the development of the new oil bearing 
region between the Volga River and the Ural Mountains. Ex- 
tending from north of the Caspian Sea nearly to the Arctic Ocean 
the region is comparable in size to the combined area of Louisiana, 
Texas, Oklahoma and Kansas. About 80 per cent of the total 
of Soviet proved oil reserves are in this Ural-Volga region which 
produced 77 per cent of Soviet crude oil output in 1958. 

Transportation rather than production appears to be the major 
factor affecting Soviet ability to utilize available oil resources. 
(As will be referred to below the Argentine economy has been 
affected by this problem. Oil productive capacity has not been 
effectively exploited because some of the oil producing zones are 
remote from the important markets.) An extensive pipe-line 
system is being built to carry oil from the Ural-Volga region 
westwards to the satellite countries of Eastern Europe and east- 
wards to the Pacific. Of the very ambitious plans one of the 
immediately more feasible and highly important projects is a pipe- 
line to Taupse on the Black Sea, with an intended capacity of 
transporting some 300,000 barrels a day. 

In view of the urgent emphasis on pipe-line construction in the 
U.S.S.R. there is an immediate conflict of interest between the 
needs of the Soviet Union and those of underdeveloped countries 
(e.g., Argentina) to which the Soviet Union offers aid to exploit 
available oil capacity. Some exports of pipes and fittings were 
reported in 1958 and 1959, but in nominal amounts. On the 
other hand, if the Soviet Union were to fulfill the higher priority 
pipe-line plans an important item would undoubtedly be added 
to the list of items which the Soviet Union would offer to in- 
terested countries. In this context of production bottlenecks and 
allocation of available resources regard must be given to an im- 
portant change which is taking place in the pattern of fuel con- 
sumption in the Soviet economy. The 1958-1965 fuel program 
relies heavily on expanded use of natural gas, oil and coal.? 
Hydro-electric power production is being slowed down because 


2In the current seven year plan a five-fold increase in natural gas pro- 
duction is aimed for and it is intended to increase the share of gas 
in total fuel consumption from 6.5 per cent to 21 per cent. 
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the plants are expensive to construct and take a long time to 
build, and because of the availability of large supplies of effi- 
cient, alternative resources. The replacing of hydro-electricity 
by natural gas and oil, and the consequent de-emphasizing of 
hydro-electric power plants releases steel and other resources to 
expedite utilization of the new fuels. 

No apparent bottlenecks exist in the production of drilling 
and surveying equipment due to increased productive capacity 
in the last two years. 


The Position in Latin America. Uruguay, Argentina and Brazil 
justify the oil deals with the Soviet Bloc on the following grounds: 

(i) markets are found for existing surpluses of raw materials, 

(ii) oil shortages are eased, 

(iii) the exchange of products, usually a barter process, cir- 
cumvents their dollar and sterling shortages, and thus mitigates 
foreign exchange problems. 


Uruguay: The economy depends primarily on exports of wool 
to obtain foreign exchange. Traditional markets for this 
product have been the United States and Great Britain, but in 
recent years the United States has decreased its demand for wool 
because of surpluses, and Great Britain has obtained supplies 
from alternatives sources. Uruguay has thus lacked the dollar 
or sterling currency to buy oil from the United States, Venezuela 
or the Middle East. In January, 1958, Uruguay was reported 
negotiating with Western oil companies to settle debts for past 
imports which were stated to be some $10 million, with current 
commitments totaling an additional $6 million The large drain 
on available foreign exchange earnings is indicated by the fact 
that imports of fuels and lubricants cost the country more than 
$30 million annually and constitute some 21 per cent of the 
nation’s imports. 

With this background of trade and foreign exchange problems 
a receptive environment was created for Soviet oil overtures. 
Both the Soviet Union and Rumania exploited these favourable 
circumstances at the beginning of 1958 by offering oil at discounts 
below established international prices, and with attractive pay- 
ment provisions. The first deliveries of oil under the agreement, 











94 INTER-AMERICAN ECONOMIC AFFAIRS 


which was subsequently signed between Uruguay and the Soviet 
Union, took place in June, 1958. This development was directly 
related to the fact that in 1958 the Soviet Union took Britain’s 
place as the largest buyer of Uruguayan wool. 

Several features of the trade relations between Uruguay and 
the Soviet Union require special examination. Statistics of Uru- 
guay’s exports of raw wool clearly show that in the 1957-58, 
1958-59 seasons (October-May) the U.S.S.R. became the principal 
buyer of Uruguayan wool. However, these statistics do not re- 
veal the previous interest of the Soviet Union in obtaining supplies 
of Uruguayan raw wool. Prior to the 1957-58 wool season the 
Soviet Union made substantial purchases of Uruguayan wool but 
channeled the purchases through the Netherlands. This arrange- 
ment is clearly shown by the sharp decline in wool exports 
to the Netherlands during the period in which the exports to 
the U.S.S.R. increased greatly. 


Table IV 


Uruguay: Exports of Wool to Principal Countries 
1955-56 to 1958-59 Seasons (October-May) 
(In Million Pounds) 


Country of 

Destination 1955-56 1956-57 1957-58 1958-59 
United States 33.0 8.7 ei 0.5 
Netherlands 43.2 31.9 12.7 0.3 
US.S.R. 3.0 0.3 23.6 27.9 
European Satellites 3.9 2.3 5.6 13.5 
Others 67.9 44.1 51.9 57.8 
Total World 151.0 87.3 96.5 99.6 


Source: Foreign Agricultural Service, U. S. Department of Agriculture. 


Thus, a significant aspect of the 1957-59 period is not so much 
the extent of the increase in Soviet wool purchases but that the 
purchases were made directly rather than indirectly. Also, of 
special importance is the fact that the Soviet Union paid for the 
wool in sterling currency. This latter consideration meant that 
Uruguay could have used the currency to purchase oil from coun- 
tries other than the U.S.S.R. Presumably, the deciding feature 
was the price discounts offered by the U.S.S.R. 
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The emergence of the Soviet Union as the principal direct 
buyer of Uruguayan wool received much publicity in Latin 
America and the United States and there is no doubt that the 
U.S.S.R. obtained considerable propaganda success from this de- 
velopment. In view of this it is very surprising that in the 
1959-60 season the Soviet Union made no direct purchases of 
Uruguayan wool but reverted to the previous pattern of making 
purchases through the Netherlands. Why the U.S.S.R. sought 
to give up a significant propaganda advantage at a time of in- 
creased economic activity in Latin America and during its much 
vaunted world trade offensive is a provoking and difficult ques- 
tion. A possible answer might be made up of any combination 
of several considerations: 

(a) To exert pressure on the new Government of Uruguay. 
The National Party came into power in March, 1959. Strong 
criticisms of the U.S.S.R. have been expressed in the National 
Party and several members of the new Government have proposed 
breaking diplomatic relations with the Soviet Union. However, 
no action has been taken in this respect and Uruguay remains 
one of the three Latin American countries in which the Soviet 
Union has a diplomatic mission. 

(b) To avoid embarrassing trade deficits. As previously noted 
the Soviet Union has incurred substantial deficits in its balances 
of trade with Latin America, indicative of the fact that the 
U.S.S.R. has demanded much greater quantities of goods than 
it has supplied in return. Indirectly, this is quite an indictment 
of a country which offers to aid underdeveloped countries by pro- 
viding goods to increase their immediate standards of living and 
to hasten their general economic development. Even in 1958 the 
U.S.S.R. purchased $16.3 million of goods from Uruguay and 
sold only $1.7 million of products in return. 

(c) In relation to (b), to increase U.S.S.R. exports to Uruguay 
by obtaining part of the contracts for oil imports awarded by the 
government National Administration of Petroleum, Alcohol and 
Cement for the State-owned refinery. Traditional suppliers of 
crude oil are Esso, Shell and Texaco. 


Argentina: In contrast to Uruguay, which is completely de- 
pendent on imports to meet her oil needs, Argentina is an oil 
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producing country which has large oil resources. Argentina’s oil 
problem is that the consumption of oil has greatly exceeded out- 
put and thus Argentina’s import bill for oil has been steadily 
increasing. As well as inadequate capital outlay to develop 
productive capacity, inadequate transportation facilities for the 
movement of oil from existing areas to principal markets have 
presented major problems. Like many other Latin American 
countries, oil supplies are a basic factor affecting Argentina’s 
general economic development. Exploitation of the nation’s oil 
reserves has been the responsibility of Y.P.F. (Yacimientos 
Petroliferos Fiscales), a state monopoly. In 1957 Y.P.F. sup- 
plied less than 40 per cent of domestic oil needs and petroleum 
imports cost the country $318 million, an amount almost equal 
to the overall foreign exchange deficit of $335 million. 

Argentina’s present commercial relationships with the Soviet 
Union date from the Peron Government. While the trade agree- 
ments between the two countries enabled Argentina to dispose 
of hides, wool and other produce, the Peron Government found 
difficulty in buying from the Soviets. As a result, the new Gov- 
ernment inherited from the Peron Administration outstanding 
credits with the Soviet Bloc amounting to some $30 million. 

The new Government immediately acknowledged the general 
economic ill effects of the country’s oil position. In January, 
1958, an official Argentine trade mission was sent to the Soviet 
Bloc countries in order to liquidate the outstanding credits. At 
press conferences, the head of the mission, Undersecretary of 
State for Industry Raul Ondarts, stressed Argentina’s need for 
capital goods, especially oil industry equipment and declared that 
the source of the goods was irrelevant. The trade agreements 
which were signed with the Soviet Union covered oil well equip- 
ment and pipelines along with other capital equipment such as 
railway rails and equipment and rolled steel. 

Since these first negotiations events have moved rapidly in the 
commercial relationships between Argentina and the Soviet Bloc. 
In the early part of July, 1958, the Soviet Union sold 1 million 
tons of crude oil to Argentina, first deliveries of which were to be 
made in the following month. By the end of July an additional 
300,000 tons of crude oil had been ordered from the Soviet 
Union. 
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On July 24 an extremely important event took place with respect 
to Argentina’s oil development. President Frondizi announced 
the oil agreements which had been signed with United States oil 
companies to permit large scale participation by foreign invest- 
ment in Argentina’s oil industry. The agreements are, in effect, 
a compromise settlement between the Argentine Government 
and the companies concerned. Foreign risk capital is being 
made available to the Argentine oil industry, but conditions are 
imposed on the oil companies to satisfy Argentine nationalist 
feelings. 

The Soviet Union determined not to be excluded from these 
important international events. Only a few hours before Presi- 
dent Frondizi was due to make the announcements concerning 
the United States (and European) oil companies, the Soviet rep- 
resentatives informed the Argentine Government that the Soviet 
Union was prepared to supply $100 million of machinery for oil 
exploitation. Payment for the machinery would be made in 
Argentine primary products over a long-term period. These de- 
velopments were actually made public by President Frondizi at 
the time when he made the statement on the agreement with 
the Western oil companies. The Argentine Govrnment subse- 
quently accepted the offer and the trade agreement was actually 
signed in Moscow on October 26, 1958. 

Brazil. Gological information suggest the possibility of a 
great oil potential for the country. Yet, the state oil monopoly, 
Petrobras, produces only one-fifth of the country’s oil require- 
ments.* The supplies of oil which have to be imported represents 
a heavy drain on foreign currency and aggravate Brazil's serious 


’ The Economic Commission for Latin America comments on Brazil's 
oil position as follows: 

“In comparison with its requirements, Brazil's output is negligible and 
the Government is the only producer. Of the vast favourable sedimen- 
tary areas, only a coastal zone, in the State of Bahia, is being worked. An 
oilfield has been discovered in the Amazon basin which points to the 
possibilities of this area. Nevertheless, a long time and mach capital will 
be required before domestic production can become important.” (Italics 
supplied.) 

Energy Development in Latin America, United Nations Department 
of Economic and Social Affairs, Geneva, 1957, page 36. 
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trade deficits. In 1957 Brazil imported $127 million of oil when 
an overall trade deficit of $97 million was incurred. Fuel im- 
ports for 1958 were $131 million and the overall trade deficit 
for the year was $109 million. 


Among Latin American countries Brazil has been one of the 
most outspoken critics of the Soviet Union. While diplomatic 
relations have been maintained with the satellite countries of 
Czechoslovakia, Poland, Estonia and Lithuania, Brazil broke 
diplomatic relations with the Soviet Union in 1947 and the 
Government has stubbornly opposed all proposals made in the 
Brazilian Congress to resume relationships. Similarly, while 
trade has been maintained with the satellite countries of Eastern 
Europe, Brazil has not had direct relations with the Soviet Union 
itself. 


Throughout 1958 the Soviet Union made a series of trade over- 
tures to Brazil on the same features as the Argentine-Soviet agree- 
ments. Oil was offered to help meet Brazil’s immediate consump- 
tion needs, together with equipment to enable Petrobras exploit 
the country’s own oil resources. Brazil would make payment in 
staple products, primarily coffee, cocoa, and castor oil. After 
considerable controversy in the Congress and heated differences 
of opinion among Cabinet Ministers themselves a barter deal 
between the two countries finally took place in November, 1958. 
Under the terms of the agreement Brazil exchanged $4,500,000 
of cocoa for an equivalent value of Soviet crude oil. Shipments 
were actually made during 1959. The distinctive feature of 
this deal was that the negotiations took place between Petrobras 
and the Soviet oil export agency. While this procedure meant 
that officially direct commercial relations were not reestablished 
between the Brazilian and Soviet Governments (of immediate 
political importance in terms of pacifying groups in Brazil op- 
posed to direct trade relations between the two countries), the 
reality was that the Soviet Union reasserted its position in the 
economic relations between the Soviet Bloc and Brazil. The sig- 
nificance of the oil-for-staple-products deal was not in the size 
or nature of the deal as such but in the fact that the Soviet Union 
gained a foothold in the Brazilian market, a beginning that could 
be the basis of expansion in the future. This speculation was 
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supported by the fact that Petrobras apparently intended the first 
imports of Soviet oil to be in the nature of an experiment. If 
the types of crude oil supplied by the Soviet agency met the 
requirements of the Brazilian refineries, purchases were to be 
repeated and probably increased. These considerations have al- 
ready been confirmed by further developments in Brazilian-Soviet 
trading relations. In November, 1959, the Brazilian Govern- 
ment officially established direct commercial relations with the 
Soviet Government by sending a trade mission to Moscow. Signi- 
ficantly, the seven-member mission included the president of the 
Brazilian Coffee Institute, representatives of Petrobras and the 
National Petroleum Council. In December, 1959, an official 
three year trade pact was signed between the two countries. Un- 
der the pact Brazil in 1960 will import $10,000,000 worth of 
Soviet crude oil and products in exchange for cocoa, coffee and 
other goods. 

What is the possible sequel to this evolution and changing in 
Brazil’s attitude to the U.S.S.R.? Further expansion of direct 
commercial relations leading ultimately to strong pressures for 
the establishment of diplomatic relations is quite feasible. The 
possible trend to increased trade between the two countries will 
depend to a considerable extent on whether Brazil will ease its 
present trade and foreign exchange problems. This latter con- 
sideration will be determined to a certain degree by general 
economic relations between Brazil and the United States. 

From these developments it can be seen that Brazil’s oil prob- 
lems are likely to have direct bearing on future developments in 
Brazilian-Soviet commercial and political relations. To the ex- 
tent that Brazil’s adverse foreign exchange position prevents the 
importing of capital equipment to exploit oil resources and also 
prevents adequate oil imports to meet increasing consumption 
needs, then there will be still greater stimulus to expand oil trade 
with.the Soviet Union. Immediately in Brazil the oil deal is jus- 
tified on two principal grounds 

(1) by paying for oil imports in raw materials, the economy 

saves part of the scarce supply of dollars, 

(2) the sales of coffee and castor oil to the Soviet Union might 
be the basis for larger transactions in the future. 
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This latter consideration indicates another factor that may play 
a determining part in Brazilian-Soviet trade relations. While the 
need to import oil greatly complicates Brazil’s import position, 
low coffee prices and the vast surpluses of coffee being accumu- 
lated are creating a preparedness to sell coffee to any interested 
customers. From this aspect, in the oil for commodities deal, 
Petrobras, the state oil monopoly, is in effect being made the 
agent for other business interests in Brazil. 
At this moment the Brazilian economy is being affected by 
two major influences 
(a) the opposition to foreign investment in oil production 
means that the country is not effectively developing its 
own oil resources, 


(b) the failure to locate and develop domestic oil reserves has 
contributed to trade and foreign exchange difficulties 
which have caused Brazil to reverse its policy on com- 
mercial relations with the U.S.S.R. 


One of the most important issues of Latin American affairs is 
whether Brazil, as a result of the same type of problems that have 
influenced the Argentine Government (i. e. surpluses of raw 
materials on the one hand and oil shortages on the other, both 
creating foreign exchange and import difficulties) will change 
its policy to foreign private investment in oil in addition to its 
policy reversal toward direct trade with with the Soviet Union. 
The example of Argentina may have a substantial effect in in- 
fluencing Brazil to adopt a new attitude to foreign private invest- 
ment. On the other hand, this speculation must be tempered 
by examination of factors created by internal relations in Latin 
America. For several years Brazil, as the largest and most densely 
populated country in Latin America, has been questioning the 
traditional A.B.C. (Argentina-Brazil-Chile) power line-up of the 
continent and seeking to establish itself as the leading nation. To 
follow an established pattern, especially when the example was 
formulated by the main competitor, is not to fulfiill the charac- 
teristics of leadership. This situation may result in one or both 
of two possible developments (1) an extension of Brazil’s eco- 
nomic relations with the whole of the Soviet Bloc; (2) a new 
scheme of international cooperation involving the Brazilian Gov- 
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ernment and foreign private companies which would avoid dupli- 
cation of the Argentine scheme, and thus satisfy Brazilian sus- 
ceptibilities, and yet achieve the same economic ends. 

Review. In the years 1954-58 the major characteristic of 
U.S.S.R.-Latin American economic relations was that the Soviet 
Union was a market for Latin American staple products. While 
Latin American countries, plagued with surpluses of raw ma- 
terials, were glad to sell products to the U.S.S.R., the Soviet 
Union in return was the source of a small amount of imports 
into Latin America. On the other hand, the European satellite 
countries were also markets for surplus products but as well 
were the source of comparable amounts of goods. 

Beginning in 1958 and increasing through 1959 the U.S.S.R. 
has been a greater source of needed products, notably crude oil 
and to a certain extent of oil equipment. It is highly significant 
that during January-June, 1959, for the first time Soviet exports 
to Argentina and Uruguay exceeded those of the European 
satellite countries and that for the first time the U.S.S.R. estab- 
lished itself as a direct supplier of goods to Brazil.* 

Based on separate and varied source data there is every reason 
to expect that the complete statistics for the year 1959 will show 
a still greater increase in the part played by the U.S.S.R. in Soviet 
Bloc trade in that year as compared with the period 1954-57, and 
that the trend is continuing in 1960. 

The Soviet Union is attempting to replace trade payments in 
dollars and sterling with trade pacts which while involving some 
payments in dollars or sterling would primarily be based on an 
exchange of Soviet products for Latin American products. The 
advantages to the Soviet Union are (1) markets for Soviet prod- 
ucts are developed, (2) the extent of direct economic penetra- 
tion by the U.S.S.R. is increased, (3) Soviet use of dollars and 
sterling is reduced. 


+ In addition to these events and as noted in the discussion of Cuban- 
U.S.S.R. economic relations one of the principal features of the 1960 
trade pact between the two countries is that the U.S.S.R. has established 
a significant position as a prospective seller to the Cuban economy. In 
the 1955-58 period while the U.S.S.R. purchased $107.5 million of sugar 
from Cuba it made no significant sale of products to Cuba. The imports 
which were made by Cuba from the Soviet Bloc were mainly obtained 
from the European satellite countries. 
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Table V 
Latin American Imports from the Soviet Bloc 
(Millions of Dollars) 
First six 
months only 
1954 1955 1956 1957 1958 1959 


Uruguay 

Imports from U.S.S.R. = 0.1 3.2 0.3 3.6(a) 4.2(a) 
Imports from 

Satellite Countries 2.6 2.4 7.4 4.7 43 3.4 
Argentina 


Imports from U.S.S.R. 36.7 39.1 26.7 4.1 17.9(b) 9.9(b) 
Imports from 


Satellite Countries 46.0 70.9 31.5 11.2 38.3 7.9 
Brazil 

Imports from U.S.S.R. — — _ — _ 1.3(c) 
Imports from 

Satellite Countries 18.8 38.1 46.1 37.0 29.0 


(a) Uruguay: Oil imports in 1958 and the first six months of 1959 
were $1.9 million and $2.1 million or respectively 52.8 per cent 
and 50.0 per cent of total imports from the U.S.S.R. 

(b) Argentina: Oil imports in 1958 and the first six months of 1959 
were $11.8 million and $9.6 million or respectively 65.9 per cent 
and 97.0 per cent of total imports from the U.S.S.R. 

(c) Brazil: Oil imports in the first six months of 1959 were $1.3 mil- 
lion or 100 per cent of total imports from the U.S.S.R. 


Source: This presentation is based on data specially provided by the 
Bureau of Foreign Commerce, United States Department of Commerce. 

The Latin American countries, while disposing of surplus 
products, have reduced freedom of action with regards to imports 
as compared with being paid by the U.S.S.R. in currencies which 
are readily acceptable in international trade. 

The observation could be made that crude oil is itself of lim- 
ited value and that the oil has to be refined and processed before 
it can be utilized for consumption or industrial purposes. Thus, 
it might be argued that the use of oil as an element in the Soviet 
trade offensive would have a severely restricted potential, a re- 
striction imposed by limited refining capacity in the U.S.S.R. 
and the prospect of inadequate capacity in the future. This 
argument would not apply to the place of oil in Soviet rela- 
tions with Latin America. At present in Latin America there is 
substantial oil refining capacity among both oil producing and 
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non-producing countries. Uruguay, for example, which has no 
oil resources has sufficient capacity to refine the oil imports which 
must be made. Furthermore, there is every likelihood of in- 
creases in refining capacity to meet future needs. Accordingly, 
the prospective need of Latin America is for crude oil rather 
than for refined products. The United Nations Economic Com- 
mission for Latin America forecasts that in 1965 imports of crude 
petroleum will be 18,340 thousands of tons of petroleum equiv- 
alent as compared with 5,715 tons in 1954. Over the 1954-1965 
period imports of derivatives are expected to decline from 17,550 
to 9,370 thousands of tons of petroleum equivalent. The Eco- 
nomic Commission for Latin America comments on this issue as 
follows. 


The high rates of annual growth in the production of crude 
petroleum and natural gas which would be necessary for national 
production to satisfy the domestic market projected for 1965 are 
greater than those for other types of energy, and indicate the 
importance which must be attached to this energy sector. In 
Latin America as a whole, production should be trebled, and 
in some countries the increase should be even greater in relation 
to small production. 

Refining should also grow considerably in most of the coun- 
tries, especially those—such as Brazil and Chile—whose present 
capacity is far below their requirements for derivatives. Others 
—such as Argentina—need only to expand slightly in order to 
refine the whole of their domestic requirements in 1965. 

In spite of the increases foreseen in petroleum production, 
a growing number of countries will have to resort to imports 
to satisfy their needs... . According to the refining hypotheses, 
imports of derivatives should decline and give way to crude 
petroleum refined in the various countries.® (Italics supplied). 


The importing of crude oil and refining of products locally 
actually cater to extreme nationalist outlook because it satisfies 
the nationalist feeling that imports, including manufactured items, 
should be at least partially processed in the national economy.* 

United States Oil Investment in Argentina. Considerable pub- 
licity has now been given to the 1958 contracts signed between 
the Argentine Government and the United States oil interests. 


5 Energy Development in Latin America, United Nations Department 
of Economic and Social Affairs, Geneva, 1957, page 107. For further 
statistical information see tables 79, 80, 86, 93 of the study. 
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Yet, the full political-economic implications of these arrangements 
have not been acknowledged. A subtle but none-the-less effec- 
tive basis for a successful partnership between state and foreign 
private enterprise has been established. The Argentine Govern- 
ment and the oil companies have arrived at a system which is 
mutually satisfactory, and yet which still permits foreign invest- 
ment to fulfill its normal functions. 

For over twenty years ultra-nationalist feelings in Argentina 
were responsible for the jealous guarding of the country’s oil re- 
sources and the confining of oil exploitation to Y.P.F., the state 
oil monopoly. The whole development of the Argentine econ- 
omy has suffered from the lack of adequate domestic oil produc- 
tion. Now the entry of foreign companies will provide the 
Argentine oil industry with the use of capital which the industry 
urgently needs to increase oil output. However, the position 
of Y.P.F. in the Argentine economy will be maintained. None 
of the United States companies will have title to any of the oil 
which they produce; ownership of the oil remains solely with 
the state via Y.P.F. The private oil companies will supply the 
oil they produce to Y.P.F. at pre-arranged rates set in relation 
to world oil pricess. Y.P.F. will then act as distributor of the oil 
throughout Argentina. This provision in the contracts between 
the Government and the oil companies ensures the minimum em- 
barrassment to nationalistic feelings, and actually accommodates 
nationalistic interests by acknowledging that the oil belongs to the 
Argentine people. However, from the point of view of the for- 
eign oil companies the actual economic principles are the same 
as in any ordinary business undertaking. The companies will pro- 
vide the risk capital to produce a product. When, and only 
when, the products are supplied to the wholesaler, the companies 
will receive payment which will be the source of their profit. 
Thus, as for any private enterprise company, regardless of the 
amount of capital risked, profits will be created and determined 


6 While the Cuban economy is being excluded from this analysis the 
issues discussed here apply equally to Cuba, ie, by 1965 the Cuban 
economy will need to import substantial amounts of crude petroleum: 
which will be refined locally. See pages 106, 253, and 254 of Energy 
Development in Latin America. 
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by the successful production of the item that consumers want 
and the amount of the output that is possible. 

The fact that title to the product rests with the consumer 
(via the wholesaler) has no economic significance, but of course 
it has tremendous political significance, both for companies and 
consumers. As a result of the settling of an extremely delicate 
political issue, a favorable environment has been created for for- 
eign companies to participate in Argentine oil development and 
at the same time nationalist sentiments are satisfied. Thus, the 
interests of the foreign companies and the Argentine Govern- 
ment are preserved. Moreover, the companies derive a vital busi- 
ness advantage as a result of this political reconciliation. Under 
the arrangements with Y.P.F. the companies will have a pre- 
arranged and permanent market for all the oil they produce, a 
rare benefit for a private company. 

Of general importance is the fact that this scheme show's that 
“internationalism” at the economic level is completely feasible 
with political nationalism. 

The Interactions of Political and Economic Factors. Perhaps 
the most important aspect of these events in Latin America, in 
terms of determining the evolution of underdeveloped countries 
and understanding their policies more clearly, is that for different 
reasons and in different situations political changes have been 
stimulated by economic factors. 

The proposition that, “This is what the country needs in terms 
of economic action but it is politically impossible,” has long 
been established as a cliche applying to all kinds of underde- 
veloped countries. It has symbolized the frustration of many 
policy-makers, analysts and advisers. Now the cliche is becoming 
rather worn, not only from over-use but principally because it is 
ceasing to be true in the new circumstances which are emerging. 

On the basis of events in Latin America, and also by reference 
to other countries, it is possible to trace out three distinct phases 
in the political-economic evolution of underdeveloped areas. 

(1) Political aspirations and agitation predominate in early 
development when the young country aspires to establish 
a distinctive national political entity. Political factors 
will be particularly pronounced when the peoples in- 
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volved are in a colonial status (cf. current events in 
Africa.). 

) When national independence has been asserted political 
attitudes will persist and produce nationalistic economic 
policies. Economic nationalism is typified by opposition 
to foreign investment and resentment against foreign na- 
tionals in business. Sometimes there is a desire to sustain 
national pride by state ownership and management of 
industries. (cf. Latin American countries in years before 
and after World War II). 

) Satisfaction of political aspirations brings government and 
people face to face with the urgent need for improvement 
in the material well-being of the country. A conscious- 
ness then emerges of the limitations of economic national- 
ist policies and the possible advantages of more inter- 
national economic policies, i.e. co-operation with other 
countries, including use of foreign investment and/or 
foreign technicians. 


to 


( 


We 


(: 


It is significant that the Latin American countries, which are 
among the most advanced of the young nations, are currently 
in this third stage of evolution. On the other hand, and inter- 
estingly, some of the new nations do not pass through stage 2, 
or at least pass through it rapidly. For example, in the early 
part of 1959 Mr. Ahmad Roose, Ministry of Interior of the 
Malayan Federation, was in this country seeking to interest 
United States firms in his country. Also, Miss Marvine Howe, 
New York Times correspondent, quoted a Morroccan leader as 
expressing the opinion to her that, “The door is open to whoever 
seeks to help us.” 

As a result of all these factors it is essential for us to realize 
that when new or aspirant nations have fulfilled their immediate 
political goal of self-determination they are prepared to modify 
and even reverse their international political policies, whether 
to the U.S.A., the Soviet Union, or other countries. This ad- 
justment in foreign policies may become absolutely necessary for 
a series of important reasons: 

(1) The vital need of the government to realize the basic and 
long-run goal of substantial improvement in the standard 
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of living of the mass of the people. (In the case of newly 
established national entities responsibility to improve 
standards of living now clearly belong to the new na- 
tional government and can no longer be associated with 
the former colonial power.) 

(2) Issues of internal politics and the obligation to try and 
fulfill promises which have been made necessitate that 
economic advancement be expedited in every possible way. 

) Political and social conditions in underdeveloped coun- 
tries are often unstable and provide fertile ground for 
extremist agitatior. Failure to realize any improvements 
in standards of living (especially where improvements 
were clearly promised by the new government) means that 
economic discontent can be used by the extremist groups 
to try to undermine the established government. Thus 
just as a process of self-survival the party in power is 
aware of its own self-interest in making economic achieve- 
ments by any methods possible. 

(4) Economic growth is essential to aid the further national 

political development of the countries in terms of their 
consolidating the new found independence in the world 


We 


( 


of nations. 

(5) Economic growth and especially economic diversification 
offer more independence of world political and economic 
events. 


In addition to the above factors an important element is that 
nationalist pride and sensitivity, reflected by the desire to assert 
independence and to further political and economic self-interest, 
create a disposition to avoid (or terminate) any evidence of par- 
ticular dependence on any nation be it the U.S.A., the Soviet 
Union, or former colonial power. The consequent willingness to 
“trade with all countries” creates a preparedness by the under- 
developed country to trade with (or receive aid from) any com- 
bination of, or all of, the more industrialized countries so long 
as the two basic goals of the nations—independence and develop- 
ment—are preserved. 


In Latin America pressures to trade diversification, and hence 
development with the Soviet Bloc, have to a large extent been 
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created by nationalist groups anxious to demonstrate independence 
of the United States. Thus, a receptive environment is created 
for Soviet trade overtures even though such nationalist groups 
have no sympathies for communism and frequently actively oppose 
communism internally. If we are to show effective insight into 
the feelings and outlooks of the peoples of the underdeveloped 
countries we should clearly realize that this motivation exists 
and why it exists. We need to have the maturity and composure 
to understand the forces of nationalism, and their inevitability, 
and even if necessary to accept a certain amount of trade between 
the underdeveloped countries and the Soviet Bloc in order to have 
the nationalist feelings satisfied, as long as the amount of trade 
is only of marginal significance. In this respect we should clearly 
remember that while nationalism is far too frequently an irritant 
to U.S. relations with the underdeveloped countries, the urge for 
independence also affects the attitudes of the underdeveloped 
countries towards the Soviet Union and thus constitutes a coun- 
ter-balance to the possible spread of communism. 

Alternatively, it must be clearly remembered that the Govern- 
ment of an underdeveloped country may make a modest trade pact 
with the U.S.S.R. not because of any particular economic benefit, 
or because of any interest in the U.S.S.R., but simply to satisfy 
the groups which wish to show independence of the U.S.A. by 
“trading with all nations.” 

However, there is no question that the expression of inde- 
pendence of the U.S.A. (or former colonial powers) and the 
potential benefits of trading with both the Western and Soviet 
economic systems are incurred at a price. The actions of the 
underdeveloped countries constitute a calculated gamble; the pos- 
sible risk of political association with the U.S.S.R. are usually 
incurred in order to obtain hoped-for economic gains. That 
Soviet diplomatic and commercial personnel may become active in 
local internal affairs was demonstrated by events in Latin Amer- 
ica during 1959. In April of that year four members of a Soviet 
commercial mission and a cultural attache of the Russian embassy 
were declared personna non grata by the Argentine Government 
for participation in a labor demonstration. In a mild statement 
the Soviet Ambassador made a formal denial of the charges 
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against his embassy staff but significantly the Soviet Union took 
no further action and the matter was dropped. Shortly after this 
incident the Bulgarian minister, Boris Popov, was expelled from 
Argentina for operating a clandestine radio station. The Govern- 
ment of President Frondizi has sought to extend the curbs on local 
communists and peronists but its attempts to do so have been 
handicapped by the internal political situation. 

In April 1959 communist agitation among Uruguyan farmers 
stimulated reports that members of the Government favoured 
breaking diplomatic relations with the Soviet Union. No action 
was taken and the apparent opinion emerging in the Uruguayan 
Government is that while diplomatic relations with the U.S.S.R. 
need to be maintained the Government should require that the 
present over-large staff of the Soviet embassy be reduced and 
definite restrictions be imposed on the size of the staff. Whether 
even this action will be taken will probably to a large extent 
be determined by the position of the Soviet Union in the Urugua- 
yan trade picture. 

One of the main questions of the future is whether the un- 
derdeveloped countries can maintain economic relations with the 
Soviet Bloc and yet restrain possible internal communist penetra- 
tion. 

Oil and the Future. The events of 1958-59 are already signi- 
ficant in that the Soviet Union has established itself an an oil 
supplier to Uruguay, Argentina and Brazil. The shipments of 
1958 were made on a trial basis but that the shipments were 
continued and expanded in 1959 show that the events of 1958 
were not temporary and untypical but instead were used by the 
Soviet Union as a basis for subsequent greater penetration. One 
feature of this development has been the speed of Soviet action. 
For example, only six months elapsed between the time when the 
official trade of the new Argentine Government first visited the 
U.S.S.R. (January, 1958) and the date of the first two oil-for- 
commodities transactions between the countries (July, 1958). An- 
other aspect of the general relations between the Soviet Union 
and Latin America has been the opportunism of Soviet policy. 
As commented by Leon Herman, “In abandoning this (Stalinist) 
theory, the new leaders drew two conclusions: 





110 INTER-AMERICAN ECONOMIC AFFAIRS 


(1) that the volume of Soviet trade would have to grow in 
size considerably before Russia could attain to the status, 
and the perogatives, of an important commercial power; 
and 

(2) that there are promising opportunities for introducing 
more tensions into the outside world by the skillful dis- 
position of the Soviet trade potential.” * 

In Latin America the former aim has been directly implemented 
by the Soviet Union catering to the oil needs of Latin American 
countries. At the same time this action fulfills the /atter aim by 
seeking to exploit the difficulties of the United States. Whatever 
justification may really have existed, the Latin American countries 
have tended to identify their oil shortages with a supposed lack 
of United States cooperation. This is because of their difficulties 
in earning dollars to pay for oil imports or in obtaining credits 
from international bank organizations to expand domestic pro- 
duction. Brazil is one of the outstanding examples of these 
attitudes. 
In attempting to assess the real significance of recent events 
in Latin America and to speculate on future trends, a vital and 
immediate issue is whether Soviet advances are just based on 
short-term factors which will not persist or whether there is any 
long-term complementarity between Latin America and Soviet 
trade interests. The following considerations are relevant in 
this issue: 
(1) Latin American countries much prefer to earn dollars 
rather than barter rubles. Dollars give access to United 
States products which are desired and are freely con- 
vertible into othe: currencies. Thus, when Latin Ameri- 
can countries obtain dollars they have the maximum free- 
dom and flexibility in the use of earnings. The preference 
of Latin American countries is indicated by the fact that 
the oil transactions with the Soviet Union have been 

partly justified as a means of conserving dollars for other 
necessary imports. 


7 Analyst, Senior Specialists Division, Legislative Reference Service, 
Library of Congress. Soviet Resources for Trade, an address presented 
at the Tenth Annual Virginia World Trade Conference, October 16-17, 
1958. 
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To the extent that countries like Argentina aided by US. 
capital solve their oil problems, a large part of the 
existing interest in the Soviet Union would be removed. 
Latin American countries are suppliers of consumer goods 
(coffee, cocoa, wheat, and wool) any substantial importa- 
tion of which is contrary to the basic Soviet economy 
policy of emphasis of capital expansion for increased 
production. 

While the Soviet offers of machinery, often for oil pro- 
duction, have been much publicized the actual ability of 
the Soviets to supply capital goods on a large enough 
scale to meet even a minor part of. the total capital needs 
of underdeveloped countries may be seriously doubted in 
view of their own capital needs. 

Most important, the principal markets which can absorb 
the large volumes of Latin American raw materials will 
continue to be in the United States and Western Europe. 


On the other hand the following factors must be considered: 


(1a) The possibility of further interferences in supplies of 


oil from the Middle East has influenced some Latin 
American political leaders to believe that they should 
retain the U.S.S.R. as an oil supplier. Latin American 
oil importing countries were considerably influenced by 
the Suez crisis; urgently needed oil supplies were difficult 
to obtain and then only at higher costs with consequent 
drains on available currency reserves. 


2a) Even if Argentina, Brazil and Uruguay became inde- 


pendent of oil imports from the Soviet Union, the 
U.S.S.R. may be able to claim considerable credit for 
giving aid in difficult circumstances. In these countries 
there is widespread awareness of the oil problems that 
exist and the need to do something about them. Thus, 
there is considerable public consciousness of the Soviet 
offers, and the Soviet actions are more evident to the 
average person than indirect measures such as financial 
assistance which is often difficult for the average per- 
son to understand or imagine. The “good faith” that 
the Soviet Union may establish by its oil-for-commodities 
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deals may be the basis for continued commercial trans- 
actions with other products. 

(3a) The northern location of the U.S.S.R. is the basis of 
Soviet interest in the tropical products of Latin America. 
Furthermore, utilization of Latin American mineral re- 
sources, if feasible, would be complementary with Soviet 
interest in industrial development. 

Whatever the relative importance of these and other factors, 
available evidence is that oil will continue to exercise a great in- 
fluence on economic developments in Latin America. Oil con- 
sumption is inceasing rapidly; in the years 1953 to 1958 domestic 
oil demand in Latin America increased by 43.9 per cent, whereas 
petroleum consumption in the rest of the world increased by 41.4 
per cent.© The Economic Commission for Latin America com- 
ments on Latin America’s future oil needs as follows: 

“Latin America’s total gross consumption of energy would thus 
grow by 76 per cent between 1954 and 1965, reaching a total of 
148 million tons of petroleum equivalent. The greatest increase, 
both relative and absolute, would affect petroleum derivatives 
and natural gas since consumption would practically double, by 
expanding to 95 million tons petroleum equivalent. The situa- 
tion would be more pronounced in Argentina, Mexico and coun- 
tries belonging to Group III*. . . . 

“The high rates of annual growth for production of crude 
petroleum and natural gas, required to supply the domestic mar- 
ket forecast for 1965, exceed those postulated for other kinds 
of energy, reveal the importance attributed to this energy sector 
. . . Despite the increments forecast for domestic petroleum pro- 
duction, a large number of countries will have to continue im- 
porting petroleum. In 1965, imports for all Latin America may 
be 23 per cent larger than in 1954. ‘The present situation will 


§ This computation is based on statistics published in World Oil: 1958 
International Outlook Issue, August 15, 1959, page 107. 
° Energy Development in Latin America, United Nations Department 
of Economic and Social Affairs, Geneva, 1957, page 13. 
* (Group III comprises Bolivia, Costa Rica, Dominican Republic, 
Ecuador, El Salvador, Guatemala, Haiti, Honduras, Nicaragua. 
Panama and Paraguay.) 
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be aggravated in some countries especially Brazil, Uruguay and 
those belonging to Group III*, excluding Bolivia.” ° 

A vital issue for the future is the way or ways in which the 
Latin American countries will seek to increase domestic oil pro- 
duction and to obtain oi! imports. 


There is every indication that in the immediate years ahead 
any underdeveloped countries with insufficient oil supplies to meet 
consumption and industrial needs will be targets for Soviet trad- 
ing overtures with barter deals of oil for surplus raw materials 
as a principal feature. While domestic oil demand in the 
U.S.S.R. will undoubtedly grow substantially, in order to try to 
realize the desired rapid industrial development, the lack of any 
large automotive industry plays an important part in curbing 
domestic oil needs. To illustrate, while in 1958 the oil produc- 
tion of the U.S.S.R. was 2,256,000 barrels per day or only 30.1 
per cent of output in the U.S.A. (7,506,000 barrels per day), the 
Soviet economy had an o// surplus of 262,000 barrels per day. 
Domestic oil consumption in the U.S.S.R. was 1,994,000 barrels 
per day or approximately 22.0 per cent of the domestic demand 
in the United States (9,065,000 barrels per day). During 1958 
the U.S.A. had an excess demand over supply of 1,559,000 bar- 
rels per day. 

Conclusions. Soviet trade activities in Latin American coun- 
tries in the last quarter of 1957 and during 1958-59 have been 
frequently referred to as constituting a Soviet “‘offensive.” Yet, 
this terms tends to be a misnomer. The trading conditions which 
some of the Latin American countries are now prepared to utilize 
were offered as early as June, 1956, by Premier Bulganin, (i.e. 
long-term credits with which to buy Soviet machinery and instal- 
lations, the Latin American countries paying back the U.S.S.R. 
with agricultural, livestock and mineral products). The main 
difference between 1956 and 1958-59 is that the Soviets are now 
more successful, not because of any new techniques or ideas, 
but because the economic conditions in Latin America are now 
more propitious for their overtures. The Soviets have shown 
considerable initiative in exploiting the adverse effects of market 
conditions. 

In effect, therefore, this is not an offensive in that it represents 
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any new action or effort by the Soviet Union. What has happened 
is that 


(i) the economic positions of Latin American countries have 
moved in favor of the Soviet Union intent to develop economic 
relations with the area; 


(ii) most important, as a result of deteriorating economic 
conditions the attitudes of Latin American leaders towards trad- 
ing with the U.S.S.R. have changed. 


The Soviet Union has been most successful in Latin American 
countries where, in addition to the effects of deteriorating com- 
modity prices, the Soviet Union has been able to cater specifically 
to urgent import needs. It 7s important to emphasize this lat- 
ter aspect. In previous years while the Soviets were buyers of 
raw materials they appear to have encountered difficulties in 
selling suitable items. For instance, the Soviet Union owed over 
$30 million to the Peron Administration for hides, wool and other 
produce. In contrast, there is now a direct complementarity 
between the oil surplus position of the Soviet Union and the oil 
needs of Argentina, Uruguay, Brazil and other Latin American 
countries. 

The important new element in the economic relations between 
the Soviet Bloc and Latin America is the direct and more specific 
participation by the U.S.S.R. The Soviet Bloc, as a general poli- 
tical entity, has been trading with Latin American countries for 
a number of years, but this trading has been mainly by satellite 
countries, notably Czechoslovakia, Poland, and Hungary. Satel- 
lite countries were more politically acceptable than the Soviet 
itself. Brazil for instance, which broke diplomatic relations 
with the Soviet Union in 1947, continued to maintain diplomatic 
relations with the satellite countries. The Brazilian Government 
continued to have a trade agreement with Hungary, even though 
it had broken off diplomatic relations with that country in the 
same manner as with the Soviet Union. The maintained diplo- 
matic and/or commercia] relations between satellite countries 
represented a continued foothold by the Soviet Bloc in Latin 
America. Perhaps the most important consequence of this con- 
tinued relationship, which may have been deliberately sought by 
the U.S.S.R., was that it would ease the re-entry of the Soviet 
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UNDEVELOPED COUNTRIES L1D 


Union into Latin American affairs. Now, with the events of 
1958-59 a basic and direct relationship has been established which 
the Soviet Union may be able to exploit substantially, especially 
if present economic difficulties continue or are aggravated. That 
the Soviet oil transactions with Uruguay, Argentina and Brazil 
are not normal trade deals but have a political motive coupled 
with an intent to strengthen the economic foothold in Latin 
America is suggested by the fact that the Soviet oil prices are 
significantly less than normal market prices despite high freight 
costs from the Black Sea and insurance charges. 


The relationships between the new countries and the U.S.S.R. 
do not in the least imply that the governments or peoples are 
sympathetic to world communism. On the contrary, most often 
it is. in order to develop their own national political entity, and 
especially to advance their economic well-being that these nations 
are prepared to promote relationships with both the West and the 
East, even simultaneously (e.g. in Latin America the case of 
Argentina). It is because the governments of underdeveloped 
countries wish to advance the economic standards of their people, 
and to provide a stronger economic basis for their national 
independence, that they are prepared to be conciliatory in their 
international policies to any countries that will aid them to these 
ends. 

The significance for the United States of this evolution in 
the thinking and attitudes of young nations is that new oppor- 
tunities are emerging for United States private investment. A 
most regrettable reaction to past rebuffs would be to conclude that 
there are no further possibilities in the countries concerned. Only 
future events will show whether what appears to be highly favour- 
able opportunities are utilized or lost. 


There is also an important implication for United States eco- 
nomic policies towards Latin American countries. The possible 
benefits of international economic cooperation have become more 
important and can therefore be more clearly and strongly indi- 
cated as a result of the now greater concern in Latin America 
for economic development as compared with the previous regard 
for political development. In our approach to Latin American 
countries we should emphasize: 
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(1) the sharp distinction between political nationalism and 
economic nationalism and that the former may be fur- 
thered more effectively by a more “‘international’’ policy 
at the economic level. 

(2) that the evolution of the United States in the last cen- 
tury leading to its present world status was itself a primary 
instance of the compatibility of political nationalism and 
economic internationalism. 

(3) the further compatability of economic internationalism 
with certain elements of economic nationalism. 

The United States Government should give every possible en- 
couragement to the plan by which United States private oil com- 
panies will participate with the Argentine Government to develop 
domestic oil resources and to support the possible adoption of 
this principle in such potentially oil-rich countries as Brazil and ° 
Chile, both countries which have vested exploitation of oil re- 
serves in state-owned monopolies but which currently afford 
evidence of changes in policy and a preparedness to allow foreign 
companies to participate in oil development. Whether this ex- 
periment in international cooperation is successful will undoubted- 
ly affect the whole environment for United States investment in 
Latin America. In this context, the success of the new coopera- 
tion between the Argentine Government and the United States 
oil companies has a considerable political significance, for both 
United States-Latin American relations and in regard to the posi- 
tion of the Soviet Union in Latin American countries. 

Political and economic conditions favouring initiative by both 
the U.S.A. and the Soviet Union are taking place in the under- 
developed areas of the world. We need to have a clear insight 
into the issues involved and the ability to act upon them. The 
events and history of the 1960’s will to a large degree reflect 
whether the emerging political-economic forces are understood, 
and the extent and effectiveness with which they are met. 





The Montevideo Treaty and 
“New” Trade 
By Richard S. Dosik* 


Perhaps the most important difference between the analyses of the 
Montevideo Treaty recently presented in this journal by Messrs. Sum- 
barg and Urquidi lies in their diametrically opposed views on whether 
the Treaty obligates its signatories to eliminate barriers to “new’’ or 
“potential” trade (i. e. products not actually traded between the 7 signa- 
tories).1 Mr. Sumberg’s position is that, 
“The Treaty draws a distinction between products traded 
today within the zone and those not traded . . . Members are 
required to put existing products . . . in the negotiation process, 
while they may not include others”’. 

On the other hand, Mr. Urquidi believes that, 


“In fact, the Treaty is intended, through negotiation, to result 
in an enlargement of the number of commodities on which 
tariffs and restrictions are reduced, without distinction as be- 
tween existing or “new” products”. 


Whether and to what extent the commitments under the Montevideo 
Treaty extend to “new” as well as “existing” trade is a critical question. 
The existing trade between the signatories is not only small in total but 
limited largely to agricultural products and raw materials; relatively few 
manufactured goods appear to enter into trade between the signatories 
and! they account at the most for only some 4-5% of intrazonal trade. 
But the principal purpose of the Treaty is precisely to open broad com- 
mon markets for manufactured goods, and especially capital goods, and 
so to spur the industrialization of the signatories. 

The divergent interpretations offered by Messrs. Sumberg and Urquidi 
no doubt reflect in part ambiguities in the Treaty. Indeed, the treat- 
ment of new products may finally be publically clarified only by an official 
interpretation by the signatories, or when it comes to implementing the 
Treaty. The following comment and interpretation of the treaty is 
therefore offered tentatively and in a spirit of inquiry; it is intended 


* The author is an economist in the Foreign Research Division of the 
Federal Reserve Bank of New York. He wishes to acknowledge the 
contribution of Mr. Francis H. Schott to the preparation of this comment. 
The opinions expressed, however, are entirely the author's and do not 
reflect those of the institution with which he is connected. 

1T. A. Sumberg, ‘‘Free Trade Zone in Latin America’, Inter-American 
Economic Affairs, Summer, 1960 and V. L. Urquidi, ‘The Montevideo 
Treaty’, Inter-American Economic Affairs, Autumn, 1960. 
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primarily to further discussion of the Montevideo Treaty in this country. 

In at least two places in the Treaty a distinction is clearly made be- 
tween existing trade and new trade, and it is indicated that the signatories 
are primarily obligated to free existing trade while the liberalization of 
new products will be voluntary. First, Article 14, which sums up in 
broad the fundamental objectives of the annual negotiations, places new 
and existing trade in separate categories when it speaks of the Contracting 
Parties taking steps: 


“(b) to include in the National Lists [of liberalized goods} 
the largest possible number of products in which trade is 
carried on among the Contracting Parties: and 

(c) to add to these lists an increasing number of products 
which are not yet included in reciprocal trade’. 


Similarly, the First Protocol to the treaty, which establishes the norms 
and procedures for negotiating the reduction of trade barriers, clearly 
distinguishes between products actually traded within the zone “and 
the new products which may be included in the respective National 
Lists as the result of negotiations”. 

One of the principal sources of the divergent interpretations of the 
place of new products in the Montevideo Treaty seems to be that, 


whereas the First Protocol states that the liberalization of new products 
shall be included in calculating the National Lists, the formula and 
procedures actually specified in the protocol seem to have been estab- 
lished with only existing trade in mind. The formula given is that 
the annual negotiations must have the result that 


t=T(1-0.08n) 
where 
t=the weighted average of the tariffs applicable to imports 
from within the zone; 
T=the weighted average of duties and charges in force for 
third countries; 
n=the number of years since the Treaty entered into force. 


In other words, the basic commitment of the signatories of the Monte- 
video Treaty in negotiating the National Lists is that! each year they 
reduce their weighted average internal tariff level (t) 89% beneath the 
level of their weighted average external tariff (T). From further 
details given in the protocol it appears that these weighted averages 
are to be computed as follows: 


t=total amount of duties collected on imports from the zone 
total value of imports from the zone 

T=total amount of duties collected on imports from all sources 
total value of imports from all sources 
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The procedure for conducting the annual negotiations outlined in the 
First Protocol is that (1) discussions are to begin on the basis of lists 
of concessions offered and applied for by each county (2) the value of 
the concessions initially negotiated is to be computed in terms of the 
above formula and (3) where the concessions granted by a country 
prove insufficient to lower (t) by the required minimum (ie., 8%), 
negotiations are to be continued until this is achieved. The application 
of this procedure to concessions on goods already traded within, the zone 
is perfectly clear. But if this interpretation of the treaty mechanism is 
correct, how could the value in meeting the minimum required average 
reduction be computed for concessions on goods that have never been 
traded within the zone. There would—by definition—be no data on 
“new” products that could be used in computing (t) according to the 
procedure specified. What then is the basis for Mr. Urquidi’s con- 
tention that, “It is conceivable that an existing product may not be 
negotiated ever; and, equally, that new products will make up the bulk 
of negotiated concessions” 

In using the word conceivable, Mr. Urquidi may have been alluding 
to something like the following possibility. The weighted average 
internal tariff (t) could be lowered by the addition of trade in ‘‘new”’ 
products on which duties have been reduced or eliminated, as well as 
by the reduction in barriers to existing trade (i.e. by increasing the 
denominator in the fraction (t), as well as by lowering the numerator). 
But concessions on new products would satisfy the formula only in an 
ex poste sense, and the question would remain as to how the value of 
such concessions would be computed in advance as the liberalization pro- 
cedure and formula described above seem quite clearly to require. This 
requirement might be fulfilled, we can imagine, if the Montevideo 
Treaty countries, in addition to agreeing to reduce or eliminate barriers 
to trade in certain new products, would also commit themselves in ad- 
vance to import a fixed quantity of liberalized goods. 

In this or some other manner the signatories might be able to credit 
the liberalization of new products against their National List obligations 
and they might conceivably, as Mr. Urquidi says, fulfill the bulk of their 
treaty obligations in this way. However, all this should not obscure 
the fundamental fact (not questioned by Mr. Urquidi that the signatories 
are not required to free new trade. Indeed, with the exception of Mr. 
Urquidi’s article, all of the comments on the treaty that have come to 
my attention, including those by Latin American as well as U.S. and 
British economists, have stressed this important fact. No less an author- 
ity than the United Nations Economic Commission for Latin America, 
which presumably possesses intimate knowledge not only of the text of 
the treaty but of the intentions of its framers, states that: 
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“the commitments entailed are restricted to the liberalization of 
existing trade, which involves mainly primary commodities, al- 
though the Treaty leaves the way entirely open for the Con- 
tracting Parties to use the preferential instrument to develop 
trade in other goods, particularly industrial products, through 
new negotiations’. 

It must be noted, however, that there are elements in the treaty which 
tend to broaden the meaning of “existing trade’. In the first place, 
because a Common List of liberalized goods is to be negotiated in addi- 
tion to the individual National Lists, each country’s commitment to free 
existing trade extends beyond the goods the country itself actually im- 
ports from— the zone and includes all goods traded anywhere within 
the zone. Thus, for individual countries, although not for the zone as 
a whole, there are likely to be tariff reductions on “new” trade. Secondly, 
and perhaps most important, “existing trade” refers to trade existing 
in the future as well as the products actually traded between the signa- 
tories at the time the treaty was signed. Since the First Protocol pro- 
vides that the annual National List calculations be made on the basis of 
products traded within the zone in the preceding 3 years, all goods 
entering intrazonal trade during the 12 years of transition to a free 
trade zone must be included in the liberalization program. 

To sum up, under the Montevideo Treaty each signatory is obligated 
to include in meeting its liberalization commitments (1) those goods 
which it presently imports from the zone (2) all other goods traded 
elsewhere within the zone and (3) goods which begin to be traded 
anywhere within the zone during the next 12 years. Appraisal of the 
true scope of this commitment must await the collection and analysis 
of fuller data on the detailed commodity composition of current intra- 
zonal trade in manufactured goods. In addition, the increasing in- 
dustrialization of the Latin American countries may be expected to lead 
naturally in the future to some broadening of their trade in manufac- 
tured goods. Once additional industrial products have entered into 
trade anywhere within the zone, the treaty could have the effect of ex- 
tending and encouraging trade in these goods. 

Nevertheless, since the treaty does not require the signatories to free 
new trade there is no advance assurance that the treaty will itself serve as 
a spearhead in clearing the way for the desired expansion of trade 
in manufactures. We can only hope that the growth of a climate favor- 
able to freer intra-Latin American trade, of which the Montevideo 
Treaty is certainly a sign, may encourage the signatories to go beyond 
their formal commitments and so fulfill the intent as well as the letter 
of the treaty. 


1 Economic Bulletin for Latin America, March 1960, p. 6. 
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